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The  amendments  to  the  Owen-Glass  Bill  snbmitted  by  the 
two  QmsAe  Gommitteds,  show  most  satisfactory  progress  in 
many  respects,  and  we  may  congratulate  ourselves  that  com- 
plete I4;reement8  have  been  reached  upon  many  fundamental 
questions. 

On  two  main  points,  however,  tbe  two  Committees  still 
earnestly  disagree  ;  these  are  the  number  of  the  Federal  Re- 
serve Banks,  and  the  control  of  their  management. 

It  is  fortunate  that  in  this  part  of  the  controversy  each 
side  is  right  and  each  side  is  wrong.  I'or  this  situation  car- 
TieB  in  itself  the  possibility  of  a  wise  compromise. 

Senator  Hitchcock  and  his  friends  are  to  be  congratulated 
on  the  sound  stand  tiiey  have  taken  in  the  question  of  the  re- 
duction of  the  Federal  Reserve  Banks  to  a  maximum  number 
of  four.  Thero  is  absolute  unanimity  among  all  students  of 
the  question  that  the  establishment  of  a  discount  system,  brii^- 
ing  about  fluidity  of  credit  and  reserves,  can  best  be  secured 
by  one  central  bank.  The  writer  has  gone  to  particular 
pitinR  to  gather  the  expressions  of  views  of  the  most  prominent 
men  in  Europe,  among  whom  there  are  the  presidents  of  a  num- 
ber of  European  Central  Bauks,  leading  financiers  and  heads  of 
the  latest  financial  institations  of  Europe.  They  all  agree  that 
one  central  bank  would  be  the  best  means  of  developing  a  dis- 
count system.  While  a  majority  insists  that  this  is  the  only 
way,  a  few  concede  that  there  is  a  possibility  of  developing 
a  discount  system  with  several  central  banks.  But  all  agree 
that  in  that  case  there  must  be  as  few  as  possible  and  that  they 
must  be  tied  together  in  an  effective  way  by  a  business  man- 
lament  free  from  political  influence.  They  also  state  that  if 
Europe  is  to  be  counted  upon  as  an  investor  in  our  future 
American  discounts,  it  will  be  a  prerequisite  that  there  will  be 
a  free  market  for  such  discounts  at  home.  It  is  clear  that 
unless  the  European  investor  can  count  on  his  ability  of 


reselling  such  discounts  in  case  he  should  desire  to  do  so,  he 
would  liave  to  consider  the  purchase  of  American  diseoants  as 
an  undesirable  lock-up  of  money.  If  Europe  should  hesitate 
to  take  our  American  paper  £reely»  our  discount  system 
will  lose  75%  of  its  beneficial  power.  That  a  dis- 
eonnt  market  would  defdop  with  a  system  of  eight 
Federal  Eeserve  Banks,  is  out  of  the  question.  I 
do  not  wish  to  tire  the  reader  by  repeating  the  arguments 
which  I  have  already  advanced  in  a  previous  article,*  but  I 
venture  to  append  quotations  from  some  of  the  letters 
of  these  European  authorities.  I  am  giving  only  abstracts 
from  these  letters,  omitting  the  strong  arguments  they  con- 
tain for  a  central  bank  and  against  a  note  issue  by  the 
Government,  these  two  points  having  passed  beyond  the 
phase  of  furtiber  deliberation  in  the  present  controversy. 
These  men,  some  of  whom  are  at  the  head  of  institutions 
of  the  same  cluuracter  as  those  that  we  are  about  to 
create  here,  state  in  unmistakable  terms  the  grave  dangers 
that  would  arise  from  a  political  influence  in  the 
management  of  such  banks,  and  it  is  on  this  questi<Mi 
tibat  Senator  Hitchcock  and  his  friends  go  astray, 
while  the  views  expressed  in  this  respect  by  Senator 
Owen  and  his  colleagues  cannot  be  too  emphatically 
endorsed.  We  need  not  enhu^e  upon  tiie  consequences  that 
would  follow  a  Government  management  of  the  branches.  It 
might  debase  and  corrupt  our  entire  political  life,  if  the  fate 
of  the  maua:^ement  of  the  Federal  Beserve  Banks  uid  their 
branches  would  become  the  plaything  of  politics.  No  matter 
how  we  safeguard  the  Government  management  in  the  b^;in- 
ning,  a  nation  that  flirts  with  the  recall  of  judges  may  at  any 
time  break  down  safeguards  that  we  may  now  impose  and  all 
the  oflBces,  from  that  of  director  down  to  that  of  hall  porter, 
might  become  the  spoils  of  the  oonquerii^  j^aky.   One  need 
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not  emphasize  what  consequences  this  mi^t  entail  for  onr 
political  and  business  life. 

In  dealing  with  the  question  of  whether  there  shonld  be 
four  or  eight  Federal  Beserve  Banks,  we  have  to  concede  that 
in  certain  respects  both  sides  are  right. 

From  the  point  of  view  of  securing  a  strong  system  and 
of  safeguarding  a  possibility  of  developing  e&oatire  discount 
markets,  there  should  be  only  four.  From  the  point  of  view, 
represented  by  the  Owen  wing,  that  an  intimate  tooch  ought 
to  be  established  between  the  management  of  each  Federal 
Beserve  Bank  and  the  District  which  it  represents,  and  that 
each  District  should  be  certain  of  receiving  the  fullest  con- 
sideration it  is  entitled  to,  a  system  ot  eight  Federal  Beserve 
Banks  would  appear  desirabla  FurthermOTe,  it  is  true  that, 
if  we  pipe-lined  all  branches  up  to  four  points,  a  great  many 
of  these  branches  would  be  located  far  away  from  the  pmnts 
of  concentration,  that  the  machinery  would,  therefore,  not 
reqpond  quickly  enough  and  that  the  sympathetic  touch  might 
be  lost.  The  object  to  be  achieved  then  is  to  secure  the  con- 
centration into  four  units,  strong  and  independent  enough  to 
stand  on  their  own  feet  and  to  develop  fluidity  of  reserves  and 
a  discount  market  of  their  own,  without  at  the  same  time 
losing  by  such  concentration  the  necessary  touch  with  the 
constituent  communities. 

The  writer  has  repeatedly  expressed  his  belief  that  in  pre- 
paring this  law  insufficient  attention  has  been  given  to  the 
question  of  tiie  branches.  It  is  at  the  branch  office  that  tbm 
actual  business  will  be  done.  Any  favoritism  or  any  unfair 
discrimination  will  express  itself  at  the  branches,  where  bills 
are  handed  in  for  discount.  Sound  judgment  and  business 
knowledge  must  be  shovm  liere»  where  alone  the  character  of 
the  bill  can  be  scrutinized  and  understood.  It  is  therefore 
most  important  that  the  Board  of  these  branches  be  wisely 
constituted,  and  the  law,  to  the  mind  of  the  writer,  errs,  when 
in  this  most  important  point  it  simply  leaves  discretionary 


4 


power  with  the  Federal  Reserve  Board  and  the  Federal  Re- 
serve Banks.  In  the  writer's  opiaioB  the  law  should  not  begin 
by  prescribing  the  election  of  the  Federal  Reserve  Banl^» 
Board,  but  it  should  begin  by  providing  for  the  election  of  a 
board  for  each  hraiich.    Let  the  Organization  Committee  or 
the  Secretary  of  the  Treasury  designate  those  70  or  80  cities 
where  branches  are  to  be  established,  and  provide  that 
the    member    banks.   aUotted    to    each    branch  elect 
their  boards  on  lines  similar  to  those  provided  by  the  Owen- 
Glass  Bill  for  the  election  of  the  Board  of  the  Federal  Reserve 
Banks.   The  writer  would  then  suggest  that  Class  "  A  "  be 
elected  by  the  member  banks  and  that  the  representatives  of 
these  member  banks  on  the  board  be  permitted  to  be  directors 
or  even  officers  of  member  Banks.   They  should  have  a  sligllt 
majority  in  the  board,  while  Oasses  "  B  "  and  "  C  "  would 
be  appointed  by  the  Government.    Directors  of  Ohisses  *'  B  " 
and  "  O "  would  be  elected  from  classes  other  than  bankers ; 
Classes  "A"  and  "B"  would  constitute  the  Discount  Com- 
mittee, Class  "  C "  would  become  the  Committee  on  Super- 
vision.    The  Chairman  of  this  Committee  on  Bupervisioa 
would  act  as  Chairman  of  the  Board.    We  should  in  this  way 
constitute  a  local  board  which  would  be  representative  of  aU 
classes,  which  would  command  the  local  knowledge  necessary 
to  deal  with  the  local  paper,  and  in  which  the^  Govenunent 
would  secure  a  vote  and  absolute  supervision. 

The  plan  that  I  have  in  mind,  would  then  provide  for  the 
establishment  of  eight  Regional  Federal  Reserve  Banks,  each, 
let  us  assume,  with  about  eight  branches.  But  each  Regional 
Reserve  City,  for  its  own  local  business,  would  have  to  be 
treated  exactiy  like  a  branch,  and  therefore  we  would  have, 
including  the  Regional  Reserve  City,  up  to  nine  ozganisationa, 
or,  let  us  say,  nine  branches  in  each  Region,  being  a  total  of 
about  seventy-two  points  at  which  offices  would  be  created. 
It  is  not  necessary  to  start  with  the  full  number  of  these 
branches  in  each  case,  nor  need  it  be  limited  to  eight.  How-r 
ever,  I  am  inclined  to  think  that  there  will  not  be  much  less 
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than  72  when  the  whole  organization  will  have  been  mapped 
out  and  there  will  be  many  more  as  the  country  develops.* 

Let  us  now  assume  that  the  law  would  be  amplified,  so  that 
a  number  of  these  branch  banks,  (let  us  say  up  to  nine),  would, 
in  forming  one  Regional  Reserve  Bank,  elect  a  Board  which 
would  consist  of  pne  member  to  be  delegated  from  each  Branch 
Bank. 2  We  would  then  have  eight  Regional  Reserve  Banks, 
let  us  say  at  New  Orleans,  St  Louis,  Chicago,  Cincinnati.  New 
York,  Boston,  San  Francisco,  and  at  some  other  far  Western 

point, «.  g.t  Denver. 

I  would  now  propose  that  in  each  case,  two  Regional 
Reserve  Organizations  be  linked  together  into  one  Dis- 
trict, so  that  New  Orleans  and  St.  Louis  would  form  one 
District  Federal  Reserve  Bank,  with  its  head  offices  in  St. 
Louis.  The  Chicago  and  Cincinnati  District  Federal  Reserve 
Bank  would  have  its  seat  at  Chicago.  Boston  and  New  York 
would  together  form  a  District  Federal  Reserve  Bank  at  New 
York,  and  the  Denver  and  San  Francisco  Federal  Reserve 
Btok  would  probably  have  its  seat  at  Denver.' 

(1)  While  the  suggestions  here  made  appear  to  be  radical  they  can  be 
embodied  into  the  law  with  comparatively  few  changes  not  disturbing  the 
general  Unes  of  the  bill.  They  follow  the  structure  of  the  Banque  de 
France  and  the  Reichsbank,  where  there  are  local  boards  at  the  mam 
branches.  As  the  system  develops,  agencies  or  sub-agencies  are  establsbed 
as  feeders  of  the  branches,  or  the  number  of  the  latter  is  being  increased. 
The  Buique  of  France  has  now :  one  head  office,  128  branches  with  local 
boards  and  71  auxiliary  offices  and  312  agencies,  together  383,  which  are  at- 
tMJhed  to  the  branches.  The  German  Reichsbank  has  now  :  1  main  bank  at 
BttHn  and  20  main  branches  with  separate  boards,  in  addiUon  76  branches 
and  about  400  side  branches. 

(2)  If  there  should  be  less  than  5  branches  each  branch  might  delegate 

two  members.  r>    i  » 

^)  If  it  would  be  thought  wise  to  have  three  Regional  Reserve  Banks  to 
cover  the  Pacific  Coast,  it  could  be  done  under  this  plan  without  interfering 
with  its  general  structure.  There  might  be  three  Regional  Reserve  Banks, 
y\!t. :  one  at  Sui  Francisco,  one  at  Seattle,  and  one  at  Denver  or  Salt  Lake 
CSty."  The  three  would  have  one  stock  capital,  and  each  would  delegate 
one-third  of  the  members  to  the  District  Board,  which  would  have  its  seat 
at  the  most  centrally  situated  point,— probably  Denver  or  Salt  Lake  City. 
Similarly  if  at  a  later  time  it  should  be  found  that  Pennsylvania  and  Mary- 
land should  be  divorced  from  New  York,  the  New  York  District  might  be 
divided  into  ttuee  Regions  instead  of  two. 
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The  Boards  of  these  District  Federal  R(3serve  Banks  would 
be  constituted  of  four  members  each,  to  be  designated  by  each 
Begional  Keserve  Bank,  and  to  these  would  be  added  the  Gov- 
ernor and  two  Deputy  GoYemors  to  be  appointed  by  the 
President  of  the  United  States.  They  would  be  diosen  from 
lists  to  be  submitted  to  the  President  by  the  eight  members  of 
the  Board  of  the  District  Federal  Reserve  Bank ;  the  President 
liaving  the  right  to  reject  these  lists  entirely,  asking  for  new 
names.  If,  after  three  lists  would  have  been  submitted,  the 
President  and  the  District  Federal  Reserve  Bank  can  not 
agree,  the  President  would  choose  from  one  list  to  be  submitted 
by  the  Federal  Reserve  Board.  The  Governor  would  be  in 
charge  of  the  District  Federal  Reserve  Bank,  the  two  Deputy 
Governors  each  would  be  placed  in  charge  of  the  Regional 
Federal  Reserve  Banks.  The  stock  to  which  all  the  Banks  of 
the  various  branches  subscribe  would  be  that  of  tiie  District 
Fedoral  Reserve  Bank. 

If  we  review  at  this  point  the  advantages  that  would  be 

gained  by  a  plan  of  this  kind,  it  will  become  apparent : 

FuBT :  That  the  unit  of  each  District  is  large  enough  to 
include  varied  forms  of  industrial,  agricultural  and  commercial 
jaterests,  so  that  the  District  will  be  able  in  itself  to  comply 
more  readily  with  the  demands  that  may  spnofi  up  from  time 
to  time. 

Skoond:  For  transfers  and  collections,  the  boundary  line 
within  which  these  will  move  freely  has  been  enlai^^. 

Thuid:  The  local  character  of  the  branch  boards  which 
will  deal  with  each  mdividnal  case  has  been  preserved,  but 
the  character  of  the  Board  of  the  District  Federal  Reserve 
Bank,  which  wiU  have  to  deal  exclusively  with  hirger  problems 
of  policy,  from  a  higher  point  of  view,  without  consideration 
of  individual  wishes,  has  been  delocalized ;  it  has  lost  its  pro- 
vincial character,  all  districts  being  represented. 


Fourth  :  The  four  Districts  so  created  will  be  large  enough 
to  command  confidence,  and  large  enough  to  enable  the  devel- 
opment of  discount  markets.  At  the  same  time,  the  equality 
between  all  branches  and  betsreen  all  Regional  Banks  has  been 
preserved.  For  its  local  transactions  the  central  point,  i.  e.. 
New  Orleans,  would  have  a  Board,  constituted  exactly  like  that 
of  a  branch,  e.  g.,  Dallas.  Fot  its  dealings  with  its  branch 
banks,  the  Regional  of  New  Orleans  would  be  exactly  in  the 
same  position  as  that  of  St.  Louis,  and  the  District  Federal 
Reserve  Bank  of  St.  Louis  would  be  constituted  from  as  many 
members  of  tiie  New  Orleans  Organization  as  that  of  St  Louis. 
Full  consideration  has  therefore  been  given  to  the  apprehen- 
sion that,  by  concentration,  the  sympathetic  touch,  to  be  pre- 
served for  each  Region,  might  be  weakened,  and  that  the  cen- 
tral points  might  gain  at  the  expense  of  the  minor  points.  An 
conization  of  the  kind  here  proposed  would  remove  the 
reason  for  any  such  fear ;  the  parity  amongst  all  eight  cities 
having  been  strictly  safeguarded. 

Fifth  :  If  the  plan  be  carried  out  that  a  portion  or  all 
of  the  stock  of  the  Federal  Reserve  Bank  is  to  be  owned 
by  the  public,  it  stands  to  reason  that  the  latter  would  much 
rather  buy  the  stock  of  a  larger  organization  than  that  of  a 
smaller  <me,  because  the  smaller  ones  are  apt  to  feel  to  a 
stronger  degree  any  losses  that  might  be  incurred.  Moreover, 
the  market  for  the  purchase  and  sale  of  these  stocks  would 
be  a  more  reliable  one,  if  there  were  only  four  different  kinds 
of  stock,  than  if  there  w^  eight  or  ten. 

Sixth  :  If,  at  any  time,  it  should  be  found  desirable  to 

sub-divide  the  Districts  into  a  larger  number  of  Regions, 
there  would  not  be  any  difficulty  in  doing  so  under  this  plan, 
while  the  diflSculty  of  re-shaping  the  Districte  would  be  in- 
creased if  stocks  had  be«i  sold  of  too  numy  oj^nisations. 

It  might  be  well  to  explain  at  this  point  what  would  be 
the  functions  d!  ea^  of  these  three  boards.   The  underlying 
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principle  of  an  organization  as  here  proposed  would  be  that 
each  branch  ahould  be  credited  with  the  amount  of  the  capital 
stock  subscribed  by  its  member  banks  and  the  aggregate 
amount  of  its  deposits.  On  the  other  hand,  each  Branch 
would  be  debited  with  the  aggregate  amount  of  its  investment 
in  commercial  paper  as  well  as  its  proportion  of  United  States 
Government  Bonds  ti^en  over  and  the  eireuli^on  taken  out 
by  the  Begional  Federal  Reserve  Banks.  Each  Branch  once 
a  week  would  give  its  status  to  the  B^onal  Bank,  which 
would  consolidate  all  statements  of  the  Branches  into  one, 
showing  the  position  of  the  Begional  Bank.  Each  Begicmal 
Bank  would  then  send  the  consolidated  status  and  that  of  the 
individual  Bruiches  to  the  District  Federal  Beserve  Bank, 
and  the  latter  would  consolidate  the  statements  of  the  Regional 
Banks  into  one,  and  send  the  same,  with  such  additional  in- 
formation as  would  be  required,  to  the  Federal  Reserve 
Board,  which  would  publish  regularly  the  consolidated  and 
individual  statements  of  the  four  District  Federal  Beserve 
Banks, 

The  Regional  Board  would  apportion  the  funds  among  the 

branches,  permitting,  in  its  discretion,  one  branch,  as  a  matter 
of  bookkeeping,  to  draw  on  the  funds  of  tbe  other,  or  rather 
to  go  deeper  into  its  own  reservers,  judging  by  the  consoli- 
dated status  of  all  its  branches  the  measure  up  to  which  ea^ch 
branch  may  be  accommodated.  In  snch  deliberation  it  will  be 
guided,  of  course,  by  the  fact  of  whether  or  not  such  de- 
mands made  by  any  branch  are  based  upon  seasonable  and 
sound  requirements.  The  District  Beserve  Board  will,  in 
turn,  apportion  in  a  similar  way,  the  funds  between  the  two 
Begionals,  taking  into  full  account  the  status  of  each  Begioual 
and  of  its  Branches.  It  need  hardly  be  repeated  that  fairness 
of  dealing  would  be  assured  by  having  each  Regional  Board 
consist  of  members  from  each  Branch  and  the  District  Board 
constituted  by  an  equal  number  from  both  Regions. 

The  discussion  jast  begun  on  the  Senate  floor  has  already 
shown  the  absolute  necessity  of  dealing  more  explicitly  with 


9 


this  question  of  Branches.  Atlanta  desires  to  be  made  a  Fed- 
eral Beserve  city,  because  she  objects  to  being  forced  to  re- 
discount at  New  Orleans.  If  this  claim  should  be  granted  there 
would  be  a  great  many  cities,  equal  or  more  important  in 
sise  and  banking  power,  which  wonld  jnstly  insist  on  the  same 
privilege.  The  consequence  would  be,  that  a  large  number  of 
small  and  weak  Beserve  Districts  would  be  created,  a  system 
which  would  be  doomed  beyond  doubt.  The  plan  as  proposed 
by  the  writer  would  easily  solve  this  problem  in  one  of  two 
ways :  One  method  would  be  to  subdivide  the  District  into 
more  than  two  Begians^  which  could  be  done  without  weaken- 
ing the  power  and  basis  of  operation  of  the  District.  The 
other  way  would  be  to  have  Atlanta  satisfied  as  a  Branch.  If 
Atlanta  understood  that  for  her  local  business  she  would 
have  a  local,  independent  board,  just  the  same  as  Hew 
Orleans,  if  she  understood  that  the  bills  rediscounted 
at  Atlanta  will  normally  remain  until  maturity  in  the  hands 
of  the  Atlanta  Branch,  if  Atlanta  understood  that  in  tho 
Begional  Board  she  has  the  same  vote  as  New  Orleans,  and 
that  for  the  running  of  the  business  of  the  Begional  it 
is  as  immaterial  whether  the  Board  be  located  at  Houston, 
Dallas,  AtliUKta,  or  New  Orleans,  as  it  will  be  immaterial 
whether  the  District  Board  will  be  located  at  St.  Louis  or 
New  Orleans,  she  would  and  should  be  quite  satisfied  to 
become  a  branch.*   The  actual  business  would  be  done  by 


*A  Federal  Reserve  Bank  including  all  the  national  banks  of  both 
Atlanta  and  Savannah  would  have  a  capital  Ton  the  basis  of  6%' of  capital 
and  surplus)  of  about  $660,000  and  deposits  of  $600,000  to  $1,800,000.  The 
Federal  Reserve  Bank,  on  a  very  liberal  calculation,  would  then  have 
resources  of  its  own  of  less  than  $2,000,000.  In  normal  times  it  might  grant 
accommodations  of  $700,000,  in  strenuous  times  it  might  grant  another 
$600,000.  How  long  would  it  last  till  the  Federal  Reserve  Bank  of  Atlanta 
would  have  given  all  the  accommodation  it  could  provide  and  till  it  would 
have  to  put  its  rates  so  high  that  any  additional  requirements  would  be  sat- 
isfied from  other  quarters  ? 

Would  not  Atlanta  fare  better  and  be  more  secure  if  she  were  part  of  a 
larger  organization  ?  The  Atlanta  rate  would  remain  more  stable  and,  as  a 
matter  of  fact,  Atlanta  would  be  in  a  more  dignified  position. 
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the  Branches  and  the  administrative  organizations  at  the 
B^onal  and  District  pointe  wanld  have  the  same  nentral 
composition  wherever  they  should  happen  to  be  located.  As 
the  bill  is  drawn  at  present,  it  is  quite  unclear  how  these 
Branches  are  to  be  constituted  and  what  powers  they  are  to 
have.  If  they  were  to  be  only  agencies,  ran  by  managers, 
who  would  disconnt  bills  subject  to  the  approval  of  the  Federal 
Beserve  Bank  and  who  would  have  to  forward  these  bills  to 
these  head  points,  Atlanta's  objection  would  be  fully  justified. 
Moreover,  such  a  slow  and  cumbersome  system  would  prevent 
the  development  of  a  free  discount  system,  which  should  make 
the  sale  of  discounts  as  quick  and  as  responsive  as  the  calling 
of  a  demand  Stock  Exchange  loan.  It  is  to  be  assnmed,  how- 
ever, that  the  framers  of  the  Owen-Glass  Bill  have  in  mind 
some  system  of  this  kind.  If  they  have  not,  if  they  intend  to 
give  local  boards  to  each  Branch,  it  would  be  advisable  to 
state  this  clearly  and  to  let  the  Member  Banks  of  the  District 
of  the  Branch  faaye  a  voice  in  selecting  some  of  the  directors 
whom  they  know  and  trust.  This  would  be  better  than  to 
have  the  ratire  loml  Branch  Board  appointed  by  the  Federal 
Beserve  Banks  Board,  on  which  there  would  probably  be  one 
nngle  memb^  only  representing  the  district  of  the  Branch* 
Furthermore,  as  the  Owen-Glass  Bill  is  drawn  at 
present,  the  anomaly  would  arise  that  .any  Federal 
Beserve  Bank  Board  would  probably  not  have  more  than 
one  single  member  who  would  be  competent  to  pass  on  the 
local  discounts  of  that  Federal  Beserve  city.  To  illustrate  : 
The  Federal  Beserve  Bank  Board  of  New  York  would  proba- 
bly be  constituted  of  members  from  New  York,  Philadelphia, 
Pittsburgh,  Baltimore,  Washington,  D.  C,  Buffalo,  Bochester, 
and  possibly  Boston,  etc.  This  composite  Board,  on  which 
there  would  not  be  more  than  one  New  York  member,  would 
have  to  pass  on  all  the  New  York  paper  to  be  discounted  by 
the  New  York  Federal  Beserve  Bank.  This  is,  of  course,  a 
dangerous  and  impossible  situation.   There  should  be  in  New 
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York  a  locfd  Committee  or  Board,  as  there  should  be  in  Phila- 
delphia, and  the  composite  Board  should  deal  with  questions 
only  of  general  policy,  direction  and  snpervision. 

If  the  Federal  Reserve  Bank  Board  or  the  Federal  Be- 
serve Board  at  Washington,  or  both  together,  should  have  the 
power  to  appoint  all  local  boards  or  to  pass  exclnsively  on  all 
purchases  of  discounts,  there  would  be  too  much  concentra- 
tion of  power  in  a  small  group  of  men, — the  very  thing  thsA 
this  legislation  is  planned  to  avoid. 

It  is  not  from  a  desire  to  be  critical,  but  from  a  wish  to  be 
helpful,  that  these  defects  have  been  pointed  out  at  such 
length.  The  writer  is  convinced  that  unless  this  question 
of  branches  be  considered  with  more  care  a  satisfactory 
system  vdll  not  be  created.  There  will  be  either  a  scattering 
of  reserves  or  there  will  be  a  well-grounded  apprehension  of 
too  much  concentration  of  power. 

Whether  there  be  4  Federal  Reserve  Banks  vrith  each  about 
16  Branches,  or  4  District  Beserve  Banks  with  2  (or  more) 
Begionals,  each,  with  8  Branches,  is  of  smaller  importance. 
The  writer  strongly  believes  that  the  latter  system  is  the 
better,  because  it  will  create  clearer  statistics  and,  for  the 
Governor  in  charge,  a  problem  easier  to  handle. 

This  question  of  8  or  4  Federal  Beserve  Banks  vnll  be 
easily  understood  if  we  translate  it  into  military  language. 
Would  we  be  able  effectively  to  manoeuvre  8  armies,  if  we 
entirely  disconnected  them,  not  permitting  them  to  com- 
municate with  each  other  or  to  come  to  each  other's 
assistance,  except  by  way  of  reporting  to  beaquarters 
at  Washington  ?  Woidd  we  not  have  a  better  chance 
of  success  if  above  the  Generals  in  charge  of  each  two 
of  these  armies  we  placed  one  leader,  who  had  authority 
to  detach  reserves  from  one  army  and  Uirow  them  to  the 
assistance  of  the  other,  or  throw  both  aimies  into  one  and 
divide  them  again,  vdthout  costly  and  dais^MOus  delay  and 
long  explanations  which  might  only  be  half  understood  at 
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headqnarteis?  Would  not  the  two  armies  feel  safer  and  more 
certain  of  success  ?  Would  they  not  in  fact  be  stronger  than 
each  standing  alone  ?  Again,  would  not  tlie  two  army  corps 
be  better  organized  by  having  each  an  able  general  and  one 
leader  above  them,  than  if  the  one  leader  were  to  manage 
alone  the  16  armies  constituting  the  two  army  corps  ? 

If  the  system  is  to  succeed,  the  units  by  combination  must 
be  large  enough  to  stand  alone.  I£  any  one  of  them  is  so 
weak  that  it  will  frequently  have  to  appeal  to  others,  it  will 
interfere  with  the  others'  safety  and  efficiency.  Because,  no 
matter  how  well  the  others  might  keep  their  own  houae  in 
order,  tiiey  could  not  foretell  what  their  own  available  re- 
sources might  be  the  next  day. 

Moreover,  if  these  units,  though  large,  are  to  show  a  clear 
picture,  which  must  be  fnUy  understood  in  aU  its  details,  if 
the  local  and  the  Washington  managements  are  to  be  success- 
ful, then  men  and  figures  must  be  grouped.   The  figures  must 
be  clarified  and  simplified  and  they  must  crystallize  in  the 
brains  of  the  man  in  charge  at  each  point.   The  four  Govern- 
ors heading  the  four  District  Federal  Reserve  Banks  must 
rely  for  their  information  on  the  two  Deputy  Governors  who 
would  be  in  charge  of  the  Regionals,  as  these  in  turn  would 
depend  on  the  managers  of  the  Branch  Banks.   It  is  not  <m\j 
the  larger  financial  strength  that  is  an  absolute  prerequisite 
for  an  effective  system,  it  is  just  as  important  to  reduce  the 
problem  to  so  simple  and  clear  a  form,  assembling  men  and 
material,  that  the  Federal  Reserve  Board  can  intelligently  and 
successfully  deal  with  it. 

It  has  been  claimed  that  the  Federal  Reserve  Board  is  not 
an  administrative  body,  bat  merely  a  supervisory  board.  Noth- 
ing could  be  farther  from  the  truth.  If  this  system  is  to  be 
crowned  with  success,  the  Federal  Reserve  Board  must  be  an 
administrative  board,  and  the  larger  the  number  of  Federal 
Beserve  Banks  the  more  far  reaching  would  become  the  power 
and  administrative  duty  of  the  Federal  Beserve  Board. 
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An  effective  discount  poUcy,  an  effective  gold  and  foreign 
exchange  policy  and  an  effective  method  of  dealing  with  the  One- 
Year  Treasury  Notes  and  Three  Per  Cent.  Government  Bonds 
can  be  secured  only  by  a  strong  and  intelligent  Federal  Be- 
serve Board.    On  the  other  hand,  intelligence  in  all  these  very 
intricate  questions  can  be  disphiyed  by  the  Federal  Be- 
serve Board  only  if  it  is  in  intimate  touch  with  the  con- 
ditions that  exist,  not  at  each  point  in  this  country  alone, 
but  also  in  each  country  of  the  entire  globe.   It  is  im- 
possible for  the  seven  or  nine  men,  sitting  in  Washington 
in  happy  seclusion  and  far  away  from  the  business  centres, 
to  deal  with  these  questions  wisely,  unless  intimate  touch 
with  those  centres  be  established  where  all  these  threads  con- 
verge.  It  is  true  that,  in  crystallizing  the  problems  of  the 
country  up  to  four  points,  the  difficulties  of  the  Federal 
Beserve  Board  will  be  materially  reduced. 

Instead  of  dealing  with  eight  parts  and  instead  of  having 
the  duty  of  equalizing  reserves  by  helping  one  out  of  eight,— 
and  simultaneously  of  singling  out  one  or  more  out  of  seven  on 
whom  to  draw,— the  problem  would  be  reduced  to  judging  one 
case  out  of  four  and  of  distributing  the  burden  amongst  the 
other  three.    It  is  even  more  important  that  this  question  of 
distribution  (which  with  8  centres  might  easily  become  a  ques- 
tion of  retribution),  will  come  before  the  Board  only  at  much 
rarer  opportunities,  if  at  aU.   As  to  the  problem  of  dealing 
with  bank  acceptances,  foreign  exchange,  government  bonds 
and  goW,  it  is  much  easier  to  bring  about  an  understanding 
between  four  members  from  large  units  who  have  lost  their  pro- 
vincial character,  than  between  eight  units,  where  each  would 
have  in  mind  only  the  advantage  of  his  own  little  comer. 

While  the  problem  has  thus  been  simplified,  and  while  it 
is  conceivable  that  of  the  7  or  9  members  of  the  Federal 
Beserve  Board,  4  might  be  delegated  each  to  take  particular 
charge  of  one  of  the  four  Districts,  the  Governor  General 
and  the  other  members  of  the  Federal  Reserve  Board  would 
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still  reoeLve  tkeii  information  by  an  indirect  and  ineflfective 
method.  It  would  be  infinitelj  bettw  and  immeasnrablj 
strengthen  the  Federal  Eeserve  Board,  if  the  4  Governors  of 
the  four  Distriets  (who  would  have  been  appointed  by  the 
President),  would  actually  become  members  of  the  Federal 
Beserre  Boaid.  These  4  Goyemors  woidd  oontxibate  and  im- 
part in  a  direct  way  to  the  other  members  of  the  Federal  Re- 
serve Boaid  the  actual  basiness  knowledge  necessary  to 
assure  a  wise  management.  At  the  same  time  a  sorely  neefded 
opportnnity  would  be  given  to  these  four  heads  of  the  four 
District  Banks  to  meet  with  each  other  and  to  disease  with 
each  other  conditions  as  they  would  exist  in  each  district. 
This  would  enable  them  to  form  a  clear  judgment,  not  only 
of  the  conditions  governing  their  District,  but  also  of  the 
other  Districts,  and  thus  help  tiiem  to  decide  upon  & 
wise  policy  to  be  pursued  by  the  Federal  Eeserve  Board, 
not  only  for  the  entire  country,  hat  also  lor  each  District. 
In  this  respect  the  bill  as  drawn  at  present  is  entirely  de- 
fective, because  it  does  not  provide  at  all  for  an  exchange  of 
views  between  the  heads  of  the  various  Federal  Reserve 
Banks.  They  ran  along  disconnected  from  each  other,  where 
they  should  understand  and  lielp  each  other. 

The  Advisory  Board  as  planned  will  not  fill  the  gap.  The 
men  on  that  Board  cannot  possibly  have  the  knowledge,  nor 
speak  with  the  authority  of  the  heads  in  actual  charge,  whose 
main  duty  it  would  be  to  understand  and  to  explain  the  c<m- 
ditions  of  their  particular  District.  Moreover,  if  these  four 
heads,  who  are  responsible  lor  the  weal  and  woe  of  their  Dis- 
trict, should  have  a  vote  on  those  questions  that  so  deeply 
touch  their  own  late,  there  would  bo  more  confidence  in  every 
part  of  the  system  that  conclusions,  no  matter  whom  they 
might  hurt,  would  have  been  reached  with  full  knowledge,  for 
the  best  of  the  country,  and  without  fear  or  favor. 

I  should  surest  that  the  Federal  Reserve  Board  be  cut 
into  two  parts,  the  one  the  Discount  Committee,  to  consist  of 
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these  four  heads  together  with  the  Governor  General  and  two 
Deputy  Governor  Generals,  to  be  appointed  by  the  President ; 
the  othOT  the  Gommittee  of  Supervision  to  consist  of  the  Sec- 
retary of  the  Treasury  and  such  other  members  as  maybe 
designated  by  the  President  The  Discount  Committee  would 
deal  with  all  questions  of  routine  and  of  business ;  the  Board 
of  Supervision  would  be  in  charge  of  the  supervision  of  the 
entire  system.  Both  together  would  form  the  Federal  Reserve 
Board,  which  would  pass  upon  all  questions  of  rules  and  regu- 
lations. The  Discount  Committee  should  only  be  able  to  act 
lyith  the  consent  of  the  Governor  General  or  the  acting  Deputy 
Governor  General,  and  in  case  ol  disagieonent,  the  question 
would  have  to  be  brought  before  the  full  board,  where  the 
Secretary  ol  the  Treasury  would  preside  and  would  have 
the  casting  vote  in  case  of  a  tie.  The  object  of  divid- 
ing the  Bowd  in  this  way  will  be  apparent  without  much 
explanation  :  It  takes  the  Government  offidal  out  ol 
the  «nbanassing  position  of  normally  passii^g  upon 
questions  of  business,  for  which  the  Governor  General,  ap- 
pointed by  the  President,  would  be  mainly  responsible  ;  but  it 
gives  him  supreme  power  in  cmc  ol  a  tie.  Furthermore,  it 
gives  him  supervisory  power, — which  should  be  primarily  the 
Government's  lunction,— over  the  entire  system. 

The  plan  as  here  proposed  appears  to  the  writer  as  a 
compromise  which  might  be  acceptable  to  both  aides  to  the 
controversy.  It  preserves  the  larger  number  of  the  regional 
reserve  banks  and  brancnes  which  insure  local  independence 
and  local  sympathetic  understanding,  but  at  the  same  time  it 
combines  eight  disconnected  and  weak  units  into  four  larger 
and  stronger  ones,  which  will  be  necessary  lor  the  develop- 
ment ol  any  elective  discount  system. 

As  far  as  Governmental  influence  is  concerned,  the  Gov- 
ernment secures  supervision  from  top  to  bottom.  It  se- 
cures a  mani^ement  appointed  by  the  Governm^t  at 
the   top   and   down   to   the   middle,   where   the  func- 
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tions  of  the  regional  and  district  Federal  Eeserve 
Bank  Boards  will  be  those  of  apportioning  funds 
and  of  advising  and  deciding  upon  the  rates  at  which  accom- 
modation should  be  granted,  It  leavra  the  majority  the 
branches  in  the  hands  of  business  men  with  a  strong  share  in 
the  management  of  men  appointed  by  the  Government,  with 
a  strict  supervision  not  only  by  the  Government,  but  also  by 
the  B^<nial  Banks. 

While  the  highest  authorities  of  Enrope,  whose  system,  after 
ally  we  are  copying,  are  practically  a  unit  in  stating  that  a 
perfect  discount  system  can  be  established  only  through  one 
single  bank,  I  most  confidently  believe  that — considering  all 
the  requirements  of  our  case — we  are  safe  and  wise  in  starting 
with  four  units,  provided  they  be  properly  organized  and  man- 
aged.  But  nothing  will  change  my  profound  conviction  that 
a  system  of  eight  Federal  Reserve  Banks,  as  now  proposed, 
will  end  in  failure.   An  effective  discount  rate  is  the  link 
between  the  lever  and  the  brake.  Without  an  effective  discount 
rate  no  European  central  bank  would  be  able  to  stand.  With 
eight  independent  districts  (and  even  with  six),  no  dis- 
count  market  can  possibly  develop.    The  safety  of  the 
system  will  be  lacking,  the  member  banks'  funds  will  largely 
remain,  as  before,  in  the  New  York  Stock  Exchange.    It  seems 
scarcely  justifiable  to  legislate  the  national  banks  into  a  posi- 
tion, where  they  either  would  have  to  abandon  their  National 
Bank  charter  and  suffer  a  material  loss  on  their  Government 
Two  Per  Cent.  Bonds,  or  where,  as  the  only  alternative,  they 
would  have  to  throw  in  their  lot  with  a  system  that,  if  care- 
fully administered,  could  bring  only  very  little  relief  and  which, 
il  managed  without  such  extreme  conservatism,  would  be 
bound  to  collapse.   If  the  system  be  amended  on  lines  as 
here  proposed,  objections  against  such  constraint  will  largely 
be  dispelled,  and  it  might  be  expected  that  even  a  majority  of 
the  State  Banks  and  Trust  Companies  would  join. 

A  management  of  great  ability  might,  by  its  sagacity  and 
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impartiality  in  equalizing  reserves,  gradually  diminish  to  a 
certain  extent  the  only  too  natural  apprehension  and  distrust 
of  the  iMmks.  It  might,  in  spite  of  the  law, — by  encouraging 
meetings  of  the  heads  of  the  Federal  Keserve  Banks  amongst 
each  other  and  with  the  Federal  Reserve  Board  at  Washington, 
— bring  about,  to  a  certain  degree  at  least,  the  much  needed 
co-*op^ration.  But,  as  planned  at  present,  the  heads  of  the 
8  or  10  Federal  Reserve  Banks  would  be  so  busy  at  home 
and  half  of  them  so  far  away,  that  frequent  trips  to 
Washington  would  be  impossible.  The  plan  of  having 
District  F^ral  Reserve  Banks  would  cure  this  defect,  be- 
cause the  trips  would  be  cut  in  two  and  the  absence  from 
duty  would  thereby  be  reduced  to  a  minimum.  The  San 
Francisco  mani^r  would  once  or  twice  a  montii  go  to 
Denver,  where  he  would  meet  the  head  of  the  Denver 
and  the  Seattle  Iiegi<Hial  Banks.  The  Governor  of  the  Pacific 
District,  living  at  Denver,  would  once  or  twice  a  month  go  to 
Washington.  Moreover,  as  the  Dmiyer  Governor's  duties  do  not 
entail  any  lai^e  amount  of  detail  routine  work,  he  would  have 
and  should  have  the  necessary  time  for  extended  conferences 
at  Washington.  But  any  wise  man^^ment,  no  matter  how 
hard  it  tried  by  administrative  measures  to  overcome  the 
defects  of  the  present  biQ,  would  be  forced  to  remain  close  to 
the  shore.  The  rates  would  have  to  be  kept  high  and  changes 
would  have  to  be  made  frequency  in  order  to  keep  the  District 
from  getting  overcrowded  or  from  upsetting  the  stability  of 
the  otlmr  Districts.  The  men  in  charge,  both  at  Washington 
and  at  the  Federal  Reserve  Bank  points,  would  work  under  a 
fatal  handicap,  which  it  would  be  cruel  and  reckless  to  inflict 
upon  the  nation. 

It  will  take  a  few  hours  only  to  amend  the  bill  on  lines  as 
here  proposed ;  it  will  tdke  vroeks,  and  possibly  months,  of 
acrimonious  debate  if  a  pr«^r  basis  for  a  compromise  on  these 
two  questions  cannot  be  found. 
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g»twMiU  flNMM  Two  Iiettan  off  Momcm  off  tho 

Two  liarsest  Banks  of  Germany. 

BmuM,  Ootober  28, 1909. 

From  Letter  Ho.  1 : 

*  *  *  As  far  as  this  proposed  organization  is  concerned, 
I  need  not  tell  jon  thafc  I  raauiii  a  puiuM  of  the  Ooe-Baak 
System.  But  I  am  not  so  theoretical  as  to  refuse  to  take  ac- 
oonnt  of  ike  practical  neeesdtieey  which  diS&r  ia  the  differeufc 
countries.  Life  consists  of  compromises.  When  the  Teorgan- 
ixation  of  our  German  Banking  methods  took  place  in  the 
seventies  of  the  last  century,  we  did  not,  as  yon  know, — ^not- 
witiistanding  the  generally  accepted  theory  of  the  One-Bank 
System— carry  this  system  entirely  into  eflfoct,  bat  allowed  a 
number  of  private  Note-Banks  to  remain  besides  the  Beichs- 
iMmk.  In  practice,  howcTW,  the  Beichsbank  was  erected 
upon  so  broad  a  basis,  and  vested  with  such  powerful  func- 
tions, that,  in  spite  oi  some  theoretical  imperfections^  it  really 
means  the  realization  of  the  One-Bank  System. 

It  now  appeanthat  in  the  United  States,  for  purely  practi- 
cal reasons,  the  creation  of  a  Central  Bank  is  at  present  no 
longer  being  seriously  considered.  It  is  likely,  therefore,  that  in 
this  instance  likevrise  a  comprmnise  will  be  efEdcked.  As  a  matter 
of  fact,  the  Owen-Glass  Bill  seems  to  effect  a  compromise,  since 
it  places  above  the  multiplicity  id  Fedenl  Reserve  Banks  a 
Federal  Beserve  Board  vested  with  far-reaching  powers. 

The  only  qnesticHi  is,  whetii«  with  the  emnpromise  selected, 
the  Bill  finds  a  proper  solution. 

I  have  my  doubts  as  to  this. 

If  several  independent  Federal  Reserves  Banks  are  to  be 
created,  whose  relations  to  one  another  are  to  be  carried  on  by 
means  of  the  Federal  Reserve  Board, — a  body  not  responmble 
for  the  business  policy  of  the  individual  banks, — then  it  will 
be  neceraary  to  place  eadi  ot  the  Federal  Reserve  Banks  upon 
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8o  broad  a  basis,  that  aooording  to  all  human  caloulatioB,  it 
will,  even  in  difficult  situationB,  be  able  to  rely  upon  itself 
al<me,  and  that  it  will  only  in  tlie  rarest  instances  become 
necessary  to  fall  back  upon  any  other  Federal  Reserve  Bank 
through  the  intervention  of  the  Federal  Beserve  Board. 

That  the  12  Federal  Beserve  Banks  proposed  in  the  Bill 
will  not  under  all  circumstances  be  self-sufficient,  but  may 
possibly  have  to  rally  to  one  another's  support,  is  acknowl- 
edged by  the-  Bill  itself,  when  it  does  not  make  the  Federal 
Beserve  Board  solely  a  controlling  body,  but  gives  this  body 
authority  "  to  permit  or  require,  in  time  of  emergency,  Federal 
Beserve  Banks  to  rediscount  the  discounted  prime  paper  of 
other  Federal  Beserve  Banks."    (Sec.  12-6). 

Kow,  it  appears  to  me  to  be  dear,  that  such  interference 
will  always  mean  a  disturbance  of  the  course  of  business  of 
such  Federal  Beserve  Bank  as  will  be  required  by  the  resolu- 
tion of  the  Board  to  relieve  another  Federal  Beserve  Bank  of 
a  considerable  amount  of  bills.  Even  though  a  Federal  Beserve 
Bank  may  be  managed  ever  so  well,  and  may  be  ever  so  cautious 
in  its  dispositions,  all  its  far-sightedness  may  be  completely 
overthrown  1^  such  an  intexforaooe  on  the  part  of  the  Board.  I 
am  entirely  of  your  opinion,  that  the  development  of  the  Fed- 
eral Beserve  Board,  and  especially  of  the  discount  market, 
which  of  coarse  still  remains  to  be  created  in  the  United 
Statss,  may  and  must  suffer  considerably  under  the  "  sword  of 
Damocles  "  of  such  authority  entrusted  to  the  Federal  Be- 
serve Board. 

The  only  way  to  limit  such  interference  on  the  part  of  the 
Federal  Beserve  Board  as  much  as  possible,  and  possibly  even 
to  make  it  superauous,  is  to  give  to  each  Federal  Beserve 
Board  a  basis  which  will  be  broad  enough  to  secure  to  it  an 
individual  independence. 

With  all  due  respect  to  the  industrial  power  and  greatness 
of  the  United  States,  I  hold  it  to  be  impossible  that  if  the 
entire  territory  is  divided  into  12  or  even  more  Federal  Be- 
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serve  Districts,  each  with  a  Federal  Beserve  Bank,  emy  one 

of  these  Federal  Reserve  Banks  can  be  placed  upon  a  basis 
which  will  be  broad  enough  to  guarantee  its  independence. 
Among  the  twelve  Federal  Reserve  Banks  there  will  neces- 
sarily be  several,  which  from  the  beginning  will  be  too  weak 
to  stand  on  their  own  feet,  and  in  whose  favor  the  Federal 
Beserve  Board  will  frequently  have  to  be  set  in  motion  ;  not 
to  speak  of  the  fact  that,  even  in  normal  times,  the  dis- 
persal of  the  cash  reserves  of  the  country,  that 
vnll  be  brought  about  through  the  creation  of  tw^ve 
Federal  Beserve  Banks,  will  greatly  injure  the  elasticity 
of  the  Currency  System,  and  will  prevent  a  reasomUe 
equalization  of  the  needs  of  the  different  sections  of  the  coun- 
try. 

Now,  even  if  it  is  impossible  to  obtain  a  Unit  Bank  for  the 
entire  territory  of  the  Onitod  States,  with  branches  in  all 
important  cities,  I  share  with  you  the  opinion  that,  in  the 
interest  of  the  smooth  operation  of  the  organization  to  be 
created,  it  is  necessary  that  the  number  of  Federal  Beserve 
Districts,  and  therewith  of  the  Federal  Beserve  Banks,  be 
further  restricted.  I  believe  that  the  division  of  the  entire 
territory  of  the  United  States  into  four  or  five  districts,  with 
four  or  five  independent  Banks,  will,  in  the  first  fdaoe,  be 
amply  sufficient  to  care  for  the  industrial  conditions  of  the 
different  sections,  and,  in  the  second  place,  will  make  it  possi- 
ble to  fashion  the  four  or  five  Federal  Beserve  Banks  into 
Mitities  having  sufficient  independence  wad  which  will  assure 
a  sufficient  elasticity  of  the  circulating  mediums. 

On  this  basis,  it  seems  to  me,  it  would  be  possible,  also,  to 
waive  the  objectionable  right  of  intervention  on  the  part  of 
the  Federal  Beserve  Board  in  regard  to  rediscounting  ;  for,  on 
the  one  hand,  the  eases  where  a  Federal  Beserve  Bank  will 
have  to  fall  back  upon  another,  will,  by  their  foundation  upon 
a  broader  basis,  become  much  rarer,  if  indeed  they  are  not 
entirely  excluded ;  while,  on  the  other  hand,  if  a  case  requir- 
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ing  snch  support  should  neverthelem  occur,  the  rendering  of 
mutual  assistance  by  way  of  a  ready  understanding  among 
the  Federal  Beserve  Banks  will  be  easier  where  there  are  only 
lour  such  institutions  to  be  dealt  with,  than  where  twelve 
have  to  be  taken  into  consideration.  It  is  dear  that,  not  only 
in  unusual  times,  but  also  when  matters  are  running  their  nor- 
mal oonrae,  the  managers  of  the  foor  Bimks  must  always  re* 
main  in  closest  toneh  with  one  another.  In  order  to  facilitate 
such  intercourse  as  mneli  as  possible,  it  would  be  desirable  to 
form  a  Committee,  on  which  the  four  Federal  Eeserve  Banks 
will  be  reprraentedy — unless  it  should  be  preferred  to  give  the 
management  of  the  four  Federal  Reserve  Banks  independent 
representation  directly  on  the  Federal  Beserve  Board. 

Such  a  modification,  as  yon  likewise  have  in  mind,  wonld 
remain  entirely  within  the  limits  of  the  Bill,  and  in  addition 
would  practusally  remove  Uie  above-mentioned  ol^ections  to 
the  proposed  System. 

Moreover,  in  my  opini<m,  the  principle,  which  in  the 
United  States,  according  to  popular  belief,  cannot  be  gotten 
away  from,  i.  e.,  the  multiple  Bank  syst^  could  be  given 
better  expression  than  in  the  Bill  as  drawn.  A  Federal  Ke- 
serre  Board,  vested  with  snch  far-reaching  powers  as  provided 
in  the  Bill,  is  in  reality  about  the  same  as  a  Central  Bank. 
This  also  appeiu»  in  other  provisions  of  the  law,  especially  in 
the  regulations  regarding  the  Note  issue,  to  which  I  will  revert 
further  on ;  but  more  particularly  in  the  power  to  require  the 
re-disconnting  of  bills  of  one  Federal  Beserve  Bank  by  an- 
other, i.  to  shift  the  liquid  assets  of  the  different  Federal 
Beserve  Banks  back  and  forth  according  to  necessity  or  dis« 
cretion,  in  a  manner  such  as  the  Central  office  of  a  big  institu- 
ticm  k  entitibd  to  asBiime  tofraords  its  bxM^      *  «  « 
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From  Iietter  No.  2: 

The  less  diversified  the  production  of  wealth  is  in  a  given 
district,  the  more  likely  will  the  monetary  demands  upon  the 
respective  Central  Note  institution  be  made  at  one  and  the 
same  period.  The  larger  the  territory,  however,  the  greater  is 
the  likelihood  of  diversified  means  of  wealth  production  within 
its  limits,  and  in  consequence,  the  monetary  requirements  of 
tibte  various  undertakings  will  occur  at  correspondingly  diver* 
sified  times,  resulting  in  a  correspondingly  easier  adjustment 
between  the  supply  and  demand  of  money.  A  Oentnd  JNote 
institution  may  be  compared  to  an  irrigation  system,  which 
takes  up  the  life^ving  element  where  it  exists  in  lU^undance, 
to  conduct  it  to  the  place  where  there  is  a  scarcity.  If  there 
are  not  enough  reservoirs  from  which  a  supply  may  be  had 
in  case  of  need — that  is  to  say,  if  the  system  does  not  con- 
trol springs  and  streams  enough  to  supply  it  with  the  life- 
giving  matter,  then  with  every  demand  that  sli^tly  exceeds 
the  normal  quantity,  the  system  will  break  down.  For  this 
reason  it  is,  therefore,  desirable  to  include  within  the  opera- 
tion of  a  Central  Note  Institution,  as  many  and  as  diversified 
forms  of  industry  as  ]>08isdble. 

But  it  is  of  a  significance  equal  to  that  of  the  breaking 
down  of  a  Gential  Note  institution,  if  the  latter  is  very  fre- 
quently compelled  to  curtail  its  discounts,  or  to  increase  the 
rates  of  discount  at  short  successive  intervals,  and  eventually 
to  a  marked  degree.  Such  procedure  would  lead  to  a  lasting 
disturbance  of  the  market,  and  to  a  loss  of  confidence  or  its 
equivalent,  the  withdrawal  of  funds  from  the  Central  Note 
institutions.  And  the  basis  for  a  large,  reliable  discount 
market  is  confidence  in  its  continuously  unlimited  power  of 
absorption  and  its  ability  to  satisfy  the  demands  upon  it, 
upon  discount  terms  that  are  appropriate — that  is  to  say,  such 
as  will  not  be  too  onerous  upon  the  individual,  unless  by 
reason  of  dire  necessity.   ^  *  * 

The  problems  confronting  an  institution  like  the  Central 
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Note  Baskk  m  the  Federal  Beeerve  Board  are  of  so  maoifold 

a  nature,  require  so  intimate  a  knowledge  of  the  basiness  life 
both  of  the  Nation  inYolved  and  of  the  foreign  nations 
which  have  to  be  reckoned  with  in  Hie  international  money 
market,  and  so  close  a  keeping  in  touch  with  the  occurrences 
in  the  great  money  centres  of  the  world,  demand  so  thorough  a 
watch  upon  those  tendencies,  which  in  any  country  in  the 
world  may  prodoce  a  sudden  demand  for  money,  or  an  abond* 
ance  thereof;  presupposes  so  thorough  a  study  of  the  cur- 
rency questions— that  it  seems  to  be  q«ite  nnlikely  that  in- 
dividuals who  have  not  devoted  lengthy  studies  to  these 
qaestions  can  exerduse  the  management  of  such  an  instituticMi, 
with  advantage  to  the  country. 

For  these  reasons,  much  weight  must  be  attached  to  the 
conditions  that  the  Federal  Reserve  Board — or  whatever  other 
body  shall  exercise  the  management  of  the  Central  Note  Bank 
business  in  the  United  States — shall  consist  only  of  indi- 
viduals who  have  had  the  benefit  of  a  long  experience  in 
questions  of  commerce,  finance  and  corrency.  The  manage- 
ment of  the  large  Central  Note  Banks  of  Europe  may  be  held 
np  as  examples  in  this  oonneetion. 

The  Bank  of  England  whose  activities  are  exercised  in  a 
country  Imving  a  party*govemment,  is  entirely  independent  of 
the  government.  The  "  Board  of  Directors  "  consists  of  26 
dhrectors,  elected  by  tibe  g^eial  assembly.  Only  snch  pw- 
sons  are  eligible  for  election  as  directors,  as  are  owners  of  a 
oonsiderable  amomit  of  the  Bank's  capital.  In  consequence, 
the  Board  of  Directors  is  composed  of  the  foremost  represrat* 
atives  of  the  commerce  of  London,  and  it  may  be  stated  in 
this  connection,  that  while  mani^ers  of  banks  are  not  eligible 
for  election,  members  of  private  banking  houses  merchants  ") 
are,  some  of  the  latter  (notably  mraibere  of  the  firms  of  Botiis* 
child.  Baring,  etc.)  having  been  members  of  the  Board  con-* 
tinnously  for  some  time  past. 

Upon  all   important  questions  the  decision  within  the 
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oiganization  rests  with  the  "  Committee  of  the  Treasury 

composed  of  the  Governor  and  Yice-Governor,  and  former 
Qovemors. 

The  Bank  of  France,  likewise  operating  in  a  country  having 
a  party  goverament,  is  managed  by  the  Council  Generi^'' 
This  consists  of  a  Governor,  2  Sub-Governors,  15  Eegents,  3 
Cttisecrs.  While  the  Governors  and  Sub-Governors  are 
appointed  by  the  President  of  the  Bepnblic  npon  recom- 
mendation of  the  Ministers  of  Finance,  and  must  be  large 
stockholders  of  the  Banqne  de  France,  the  Begents  and 
Censeurs  are  elected  by  the  general  assembly. 

As  the  Conmml  General  is  required  by  statnte  to  super- 
vise all  the  resources  of  the  Bank,  and  decides  upon  the  rate 
of  interest,  length  of  term  ol  wedit,  investment  of  available 
funds,  etc.,  etc.,  it  may  well  be  said  that  in  the  Bank  of 
S^ce,  likewise*  a  managmnrat  that  is  private  and  inde- 
pendent of  government  influences  is  guaranteed. 

Deviating  from  the  praetiee  of  the  Bank  of  En^and  and 
the  Bank  of  France,  the  German  Beichsbank  has  an  arrange- 
ment under  which  a  certain  influence  upon  the  business  man- 
agement is  conceded  to  the  Government;  bnt  again,  flie 
fact  must  not  be  lost  sight  o^  that  in  Germany  the  form 
of  government  differs  from  that  prevailing  in  England  and 
Ranee.    ♦   *  * 

This  the  foUowi^  facts  will  cdiow  : 

1.  With  us,  the  practical  business  management  is  entrusted 
to  the  Beichsbank-Direktoriam,  which  may  be  compared  to 
the  Federal  Reserve  Board.  It  is  true  that,  with  us  also,  the 
Beichsbimk  Direktorinm  consists  of  members  acting  in  the 
capacity  of  officials,  and  who  are  appointed  by  the  Bnndesrat 
(Federal  Council).  But,  while  the  Federal  Beserve  Board  is 
made  np  of  some  high  oflBcials  of  state,  whose  time  and  work- 
ing power  are  fully  taken  up  with  their  principal  duties,  and 
farther  of  foar  members  appointed  for  a  term  of  eight  years 
each,  the  Beichsbank-Direktorium  consists  only  of  persons 
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whose  exclusive  dutv  it  is  to  be  members  of  this  Board,  and 
-who  are  appomted  for  life ;  by  far  the  greater  part  of  the 
members  of  the  Reichsbank-Direktorium  are  graduates  from 
tiie  service  of  the  Beicbabauk  itself.  Our  system,  therefore, 
in  the  first  place,  assures  to  the  members  of  the  Beiohsbank- 
Direktorium,  by  reason  of  their  appointment  for  life,  a  position 
independent  of  political  cnrrentSy  comparable  to  that  of  a 
judge ;  and,  secondly,  the  necessary  schooling  in  the  technique 
ci  banking  and  badness  experience. 

2.  The  function  of  the  Central  Committee  of  the  German 
Beiehsbank,  whidi  may  be  compared  to  the  Federal  Advisory 
Council,  are  considerably  more  extended  than  those  of  the  Ad- 
visory Gonncil.  The  Advisory  Council  is  to  have  solely  the 
right  to  confer  with  the  Federal  Eeserve  Board  upon  the  gen- 
eral business  conditions,  to  make  oral  or  written  recommends* 
tions  regarding  subjects  which  belong  to  the  province  of  the 
said  Board,  and  finally,  to  demand  information  concerning  a 
number  of  matters  pertaining  to  the  Federal  Beserve  Board. 
Its  meetings  are  to  take  place  at  least  four  times  per  annum. 
In  contrast  to  this,  the  Central  Committee  of  the  Beichsbank, 
all  of  whose  members  are  elected  by  the  shareholders  of  the 
Beichsbank,  exerts  a  much  greater  inflnenoe  npon  the  business 
management.  It  must  meet  at  least  once  a  month.  It 
may  demand  informatioii  concerning  the  entire  course  of 
business,  and  has  the  right  to  be  heard  before  the  re- 
spective anth<mties,  in  a  number  id  important  matters,  be* 
fore  a  decision  is  reached  thereon  ;  thus,  for  instance,  as 
to  the  filling  of  vaeancies  in  the  Beichsbank-Direk* 
torium,  before  the  Bundesrat  reaches  a  decision;  as  to 
the  maximum  amount  to  which  the  Bank  s  funds  may  be  en- 
gaged in  collateral  loans  ;  as  to  the  rate  of  disconnt  and  the 
rate  of  interest  on  collateral  loans,  and  as  to  changes  in  the 
manner  and  terms  of  granting  credits.  The  purchase  of  se- 
curities for  account  of  the  Beichsbank  can  only  be  effected 


27 


after  the  amount  up  to  which  the  Bank's  funds  are  to  be  en- 
gaged for  this  purpose  has  been  determined,  with  the  pievious 
approval  of  the  Beichsbank-Gommittee. 

But,  in  addition,  the  Central  Committee  elects,  from  its 
midst,  three  deputies  and  three  substitutes,  who  are  charged 
with  the  continuous  special  control  of  the  mana^ment  of  the 
Bel^sbank.  These  depntiee  are  particularly  empow^^ed  to 
attend  all  meetings  of  the  Beichsbank-Direktorium  and  take 
part  in  its  delibwations  in  an  advisory  capadty.  Such  meet- 
ings of  the  Reichsbank-Direktorium  take  place  regularly  once 
a  week,  and  being  a  substitute  deputy  of  the  Central  Com- 
mittee myself,  I  can  testify  of  my  own  knowledge  that  these 
meetings  furnish  opportunity  for  a  thorough  comparison  of 
views  concerning  the  entire  business  situation  as  well  as  all 
conditions  having  an  important  bearing  upon  the  business 
management  of  the  Beichsbank. 

The  deputies  further  have  the  right,  during  ordinary  busi- 
ness hours  to  take  oogniaanoe  of  the  progress  of  business,  to 
inspect  the  books  and  security-holdings  of  the  Bank,  and  to 
attend  examinations  of  its  funds. 

In  particular,  the  transactions  with  the  Financial  authori- 
ties of  the£mpire  and  of  the  German  federated  StiUies,  in 
eases  where  other  terms  than  those  generally  prevalent  in 
banking  affiurs  are  to  be  employed,  must  previously  be 
brought  to  the  notice  of  the  deputies,  and  must  be  submitted 
to  the  Central  Committee,  even  if  so  desired  by  a  single  one 
of  them  only.  They  may  not  be  perfected  unless  the  Central 
Committee  gives  its  approval  thereof  by  a  majority  vote. 

On  the  strength  of  these  relations,  the  Central  Commit* 
tee  is  in  reality  an  exceedingly  important  organ  in  the  greater 
organization  of  the  Beiohsbaiik,  while  the  Federal  Advisoiy 
Counsel,  under  the  regulations  of  the  Owen-Glass  bill  could 
lead  only  a  shadowy  existence." 
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EKtnwtB  Wram  TUtem  Letters  From  President* 

of  Xlnropean  Central  BaakSi 

From.  Letter  No.  1 : 

•   *«*««   I%erefore  a  combination  which  puis  the 

iteration  into  the  hands  of  neutral  experts  and  allots  to  the  gov- 
emment  only  a  proper  supervision,  deserves  the  preference. 
Private  interests  and  public  interest  are  therely  mutually  haUxMed, 
for,  il  on  (he  one  han^  private  interests  aie  generally  cautious 
and  conservative,  and  more  strict  in  the  selection  and  snpervia- 
ion  of  the  clientele,  i.  c.  of  the  bills  offered  for  discount,  on  the 
other  hand,  the  ffovemmeiUal  organs  entrusted  with  the  eontrel 
wUl  see  to  it  that  the  Bank  will  never  swerve  from  the  laws 
sanetUmed—never  enter  into  iransaeUoiM  tehieh  are  not  permiiied 
to  it. 

These  principles  have  been  observed  in  the  organisation  of 

our  Natio7ial  Bank  and  they  have  in  the  meanwhile  fulhj 
justified  themsdves,   *   *   *  * 

As  to  question  3  :  J  should  give  unqualified  preference  to 
Notes  of  a  Central  Bank  with  government  guaranty,  over 
Government  Notes.  The  government  map  earefuUy  watch  over 
the  limit  of  the  Note  issue,  it  may  even  attend  to  the  manu- 
faetwing  of  the  Notee.  But  beyond  thai,  no  warning  can  be 
strong  enough  against  mixing  private  and  public  credit,  vjhich  so 
often  has  proved  dangerous  when  poUtieal  crises  shake  the 
financial  situation  of  a  State.  While  in  1870  the  Notes  of  the 
Banqne  de  France  quoted,  for  a  short  time,  a  few  per  mille 
below  par,  French  Rentes  declined  24%.  Had  the  Note  issne 
in  France  then  been  in  the  hands  of  the  State,  the  Govern- 
ment Notes  would  undoubtedly  have  suffered  a  much  lai^er 
depredatioB,  and  the  sole  cause  would  have  been  the  amalga- 
mation of  government  credit  with  that  of  the  Bank.  As  it 
was,  the  private  Banque  de  France  with  its  note  credit  intact, 
was  able  to  render  the  most  valnable  servioe  to  the  State 
witiioat  itself  experiencing  any  trouble.   *  *  * 
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From  Letter  B'o.  2: 

•  ♦  *  *  "  As  to  your  second  question,  regsrfing  the 
system  which  places  the  Central  Banks  under  the  ezdnsiTe 
management  of  the  government,  it  may  be  said  in  general  that 
saeh  a  system  is  dangerous.  And  in  this  oonnection,  let  me 
remind  you  of  a  declaration  of  one  of  our  most  eminent  states- 
men, who  founded  our  Bank.  He  always  fought  energetically 
the  idea  of  a  National  Bank  (Bank  d'Etat). 

"  At  every  crisis  ",  he  said,  "  amidst  all  the  scarcity 
of  money,  sneh  pressure  would  be  brought  to  bear  on 
the  Government  to  make  it  place  funds  at  the  disposal 
of  private  interests,  that  it  would  beineesssatly  exposed 
to  the  dangers  of  bringing  down  on  itself  the  most 
violent  hostility  and  oi  compromiong  the  ooontry." 

Finally,  to  reply  to  your  third  and  last  question,  it  is  evi- 
dently pr^rable  &at  the  Banknotes  form  a  direct  obligation 
of  the  Central  Banks,  and  not  of  the  Government,  because  there 
is  a  great  adoantage  in  establishing  a  "  Waiartight  compart- 
ment "  between  the  credit  of  the  State  and  that  of  the  Bank. 

As  much  as  possible  private  credit  must  be  shielded  from 
shocks  which  Governments  may  suffer.  Two  such  opposite 
situations  as  those  in  which  the  French  State  and  the  Banque 
de  France  found  themselves  during  the  Franoo-(}ermsa  War 
in  1870,  furnish  the  most  classic  and  the  most  striking  example 
forthis.   •  •  •  ♦ 

From  Letter  No.  3 : 

•  •   *   »   M  Therefore,  the  first  thing  to  be  cared  for 

when  starting  a  bank  of  issue  is  its  absolute  independence 
from  every  possible  infiuenoe.  It  must  be  indepoident  not 
only  from  private  interests,  but  also  from  the  Government. 
In  the  long  run  dependence  on  the  Govemmemt  not  (miy  have 

disastrous  results  for  the  bank  of  issue,  and  it  was  rightly 
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stated  by  Monsieur  Thiers,  after  tbe  Franco-German  War,  that 
the  Banqae  de  France  had  saved  the  countrj,  because  this 
bank  of  issue  had  remained  fully  independent  of  the  Govem- 
ment,  and  so  retained  the  confidrace  of  the  people  even  at  the 
time  when  war  and  the  commune  were  raging  and  the  credit  of 
the  Government  was  greatly  impaired. 

At  the  fiuune  time  it  must  be  anderstood  that  a  central  bank 
which  through  its  bauknotes  provides  a  country  with  a  uni- 
versal droolating  medium,  which  in  many  eonntries  is  even 
raised  to  the  rank  of  legal  tender,  cannot  be  compared  with  an 
cnrdinary  bmk.  Although  the  Government  must  not  be 
allowed  to  manage  the  bank,  still  it  is  its  duty  to  super- 
vise and  control  the  management  and  in  most  countries  it  is 
rightly  prescribed  that  some  of  its  Managers  must  be  ap- 
pointed by  the  Government  so  as  to  assure  and  maintain  its 
independence  from  private  intwests  of  the  banking  com- 
munity. 

I  firmly  believe  that  it  woold  be  a  serious  mistake  if 

Government  oflScials  were  placed  at  the  head  of  the  central 
bulks  only  because  of  their  heing  Government  officials.  I, 
therefore,  fully  agree  with  you  that  it  would  be  absurd  if  these 
places  were  ooenpied  by  offidals.  A  Manager  of  a  central 
bank  never  must  be  subject  to  the  whims  of  succeeding  minis- 
ters or  other  high  offidals.  Moreover,  the  art  of  banking  and 
specially  the  art  of  managing  a  central  bank  is  so  difficult  and 
its  difficulties  have  increased  so  greatly  in  recent  years, 
that  at  the  head  of  a  similar  establishment  a  trained  banker 
is  urgently  needed,  even  if  he  is  to  be  appointed  by  the 
Government. 

In  my  opinion  Mr.  Untermyer  fails  to  see  the  importance 
of  this  point.  On  a  complicated  railroad  engine  the  drivw 
has  to  be  an  expert  and  not  a  Government  official,  say  from 
the  War,  Navy,  or  Treasury  Department.  Experts  have  to  do 
the  work,  though  the  supervision  may  be  placed  in  the  hands 
of  other  peneKms  also  to  be  appointed  by  the  Government. 
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The  great  force  of  a  bank  of  issue  lies  in  its  power  to  cen- 
tralize the  credit  faoilitieB  of  the  nation.  The  bank  has  to 
become  the  big  reservoir,  back  to  which  the  superfluous  money 
will  flow  as  soon  as  the  demand  de<»eases  md  from  which  in 
times  of  stringency  money  can  be  drawn.  This  reservoir 
will  have  to  be  automatically  regulated  with  the  effect  that  as 
soon  as  its  contents  fall  to  a  danger  point,  a  rise  in  the  bank's 
rate  of  discount  will  send  a  warning  through  the  country  to 
slow  down.  As  a  rule  the  central  bank  will  also  play  an  im- 
portant part  in  the  settlement  of  the  balances  of  trade  and  of 
payment  with  foreign  countries  and  in  the  maintenance  of  the 
Bates  of  exchange  at  the  gold  parities.  This  latter  task  has 
Btereased  considerably  ol  later  years  and  it  is  well  known  what 
excellent  services  have  been  rendered  in  this  respect  by  the 
central  banks  ol  Germany,  Austria^Hua^xy,  Fnmce,  and 
Holland."   •  «  ♦  ♦ 


Extracts  from  Two  Letters  from  Blanacers  at  ih» 
XiMCMt  rreaeb  DepiMit  Baiika. 

From  Iietter  No.  1 : 

♦  ♦  ♦  But  the  principal  question  which  you  put  and 
which  is  the  only  one  on  which  I  could  have  an  opinion,  is, 
whether  Europe  would  become  a  purchaser  to  a  lai^  extent 
of  long  American  bills.  In  my  opinion,  Europe  would  become 
purchaser  of  paper  (normal  paper,  it  must  be  understood)  on 

two  conditions  only,  viz. : 

1.  That  payment  in  gold  remains  unquestionable  and  that 
the  gold  received  in  payment  would  continue  to  be  exported 
from  America  without  obstacle. 

2.  That  there  exist  in  America  a  ready  market  for  discount 
so  that  the  Buropean  purchase  might  be  sure  to  get  a  bill, 
which  would  not  eventually  mean  money  locked  up. 

Whether  there  will  be  a  ready  market  in  America  or  not, 
is  a  question  on  which  one  can  have  an  intdligent  opinion  in 
America  only.   *  *   *  ♦ 
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From  Letter  No.  2  : 

*   *  *   *   It  is  not  easy  for  me,  thoroughly  imbued  as  I 

am  by  Central  Bank  ideas,  which  have  approved  themselves  so 
well  in  France,  to  follow  yonr  thought  of  establishing  a  system 
of  a  minimum  of  four  banks.  If  a  central  bank  is  not  feasible 
in  view  of  the  extent  of  the  diversity  of  eoonomio  conditions  in 
the  United  States,  anything  that  will  limit  the  number  of  these 
central  banks  will  prove  the  greatest  benefit  to  the  organisa- 
tion. 

Withoat  wanting  to  compare  your  immense  country  with 
our  old  and  comparatively  small  republic,  I  could,  however, 
point  out  to  you  the  elasticity  with  which  the  various  branches 
of  the  Banqne  de  France  in  the  varioos  provinces  accommodate 
themselves  to  the  very  different  economic  conditions  which 
^st  firom  one  end  of  the  country  to  the  other.   *   «  * 

The  unity  of  the  system  does  not  carry  with  itself  the  im- 
possibility of  adapting  itself  to  varioos  conditions.    *   ^  * 

Moreover  the  difference  is  more  in  the  expression  than  in 
substrace,  because  one  central  bank  does  not  mean  that  it 
alone  exercises  its  functions  in  a  community.  Our  Banque  de 
France  has  200  branches,  which  are  directed  by  one  govern- 
ment, but  the  operations  in  each  mty  are  in  charge  of  com- 
mittees, which  are  elected  from  the  prominent  members  of 
industry  and  commerce  of  that  particular  region.  Gould  not  a 
similar  method  be  imitated  in  the  United  States  by  increasing 
snffimenfly  the  co-operalion  of  the  local  members  of  Boards  ? 
It  would  produce  the  double  results,  viz :  centralization  of 
NBOuroes  and  thejudicioiw  administration  of  the  same  *  *  \ 

As  to  note  issue,  I  am  of  the  opinion  that  the  Anglo, — 
French, — German  is  preferable  to  the  fiussian  system  (in 
Bossia  there  is  a  note  issue  by  the  Government).  In  periods 
of  etmM  there  is  a  greater  inclination  to  distrust  a  note  issue 
by  a  State  than  that  issued  by  a  private  bank   »  * 

I  shall  not  conclude  by  saying    either  one  central  bank. 
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or  no  reform  but  by  saying  the  smallest  possible  number 
of  central  reserve  banks." 

The  further  one  goes  toward  unity  in  this  respect,  the  more 
one  equalises  the  economic  forces  of  a  nation  the  more  one 
fortifies  all  different  markets,  bringing  to  those  who  need  it  the 
excess  of  funds  provided  by  the  richest ;  the  more,  finally,  one 
divides  the  risk  by  the  largest  possible  extent  of  the  operations, 
and  the  man  one  reduces  the  consequences  of  mistakes. 


£ztraot8  firom  Fonr  Letters  of  £ngliali 
Finamriara  and  Firms. 

London,  October  23, 1919. 

From  Lefet«r  No.  1 : 

*  *  *  *  1.  In  my  judgment,  strong  discount  markets 
can  be  developed  only  under  an  effective  discount  policy. 
There  should  be  one  policy  only,  as  there  is  one  country  and 
one  currency.  If  there  must  be  more  reserve  banks,  the  fewer 
there  are,  the  better.  There  is  little  prospect  of  American 
markets  being  established  for  discounts  under  a  system  differ- 
ing materially  from  European  83rstem8. 

2.  I  cannot  conceive  that  the  business  policies  of  the 
reserve  banks  can  be  satisfactorily  ccmtrolled  bj  an  exclusive 
Government  management. 

3.  Inasmuch  as  for  the  currency  to  be  issued  both  Govran- 
ment  and  the  reserve  banks  are  responsible,  it  does  not  seem 
to  me  very  material  by  whom  the  notes  are  primarily  issued. 
The  question  of  bookkeeping  does  not  appear  to  present  any 
difficulty.   ^   *    *  * 

Letter  Xo.  2 : 

With  further  reference  to  your  letter  of  the  6th,  I  have 
BOW  had  an  opportunity  of  studying  the  ondosures  jou  were 
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8o  ^ood  as  to  forward  me,  and  I  eonfess  that  the  perusal 

these  papers  makes  me  realize  bow  difficult  it  is  to  present  t« 
jon  any  considerable  opinion  whioh  may  be  of  practical  yalae. 
It  is  obviously  easier  to  criticise  the  act  under  consideration 
than  to  suggest  any  eSsctive  and  jadicioos  idtematiTes. 

You  indicate  in  your  letter  that  your  particular  wish  is  to 
receive  some  kind  of  answer  to  the  several  questions  whi<di  yom 
address  me,  and  I  shall  therefore  limit  myself  to  their  consid- 
eration. 

1.  I  do  not  consider  that  strong  discount  markets 

and  an  effective  discount  policy  could  develop  under  a 
system  of  tw^ve  Fedmal  Beserva  Banks*  and  I  do  not 
think  that  Europe  would  become  a  free  taker  of  Amer- 
ican discounts  nnder  raich  a  system. 

2.  I  am  opposed  to  the  idea  of  an  exclusive  Govern- 
ment management  of  the  Federal  BesOTve  Board. 

3.  I  consider  that  the  powers  relating  to  the  pro- 
viding of  an  eiastio  currency  should  be  vested  in  the 
Central  Bank  or  Banks,  rather  than  in  the  Qoremmenl 

In  rejdy  to  your  question  in  the  postscript,  I  do  not  eon- 
nder  that  even  so  few  as  four  large  Central  Banks  co-operat- 
ing with  each  other  would  prove  an  effeotiTe  system  under 
which  discount  markets  could  develop. 

Iietter  No.  3 : 

1.  We  think  that  a  minimum  of  12  Federal  BeserTe  Banks 

would  be  an  element  of  weakness  and  that  the  fewer  Reserve 
Banks  started  the  better  it  would  be.    Four  sAaidd  be  the 

maximum. 

2.  The  less  the  Oofemment  has  to  do  with  the  manage- 
ment of  the  Federal  Reserve  Boards  the  better  we  think  it 
would  be.  We  think  that  of  the  seven  directors  the  Govern- 
ment should  not  nominate  more  than  two,  the  President  and 
anoUier,  leaving  the  Vice-President  to  be  nominated  by  the 
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Directors.  We  also  think  that  it  would  not  be  reasmable  to 
expect  that  a  salary  of  $10,000  would  be  a  sufficient  induce- 
ment to  a  first  class  busing  man  to  aeoept  the  post. 

3.  We  agree  with  your  view  that  it  should  be  the  primary 
obligation  of  G^[iti:al  Banks  with  a  Government  guarantee. 

Letter  No.  4 : 

AbSTBAOT  IBOM  liKTIBB  OF  MANAaSB  OF  ONK  OF  THS  XiABaSST 

English  Discount  Companies. 

I  have  read  with  great  interest  the  series  of  articles  con- 
tained in  the  ^  North  AmwicMi  Beviow"  erf  O^ber  last* 
which  jou  kindly  sent  me.  In  accordance  with  your  request, 
I  now  write  to  answer  the  three  questions  put  before  me  in 

your  letter  of  the  6th  ultimo,  and  briefly  to  express  my  views 
upon  the  subject  refeired  to. 

Your  first  question  reads  as  follows  : 

"  Can  strong  discount  marii^  and  an  efifectual  dis- 
count policy  develop  undra  a  system  of  12  Federal 
Baser ve  Banks  and  would  Europe  become  a  free  taker 
of  American  discounts  under  such  a  system  ?  " 

with  the  additicm  in  your  postsnipt,  vis  : 

One  Central  Bank,  unfortunately,  being  out  of  the 
question  for  political  reasons,  do  you  believe  that  four 
large  Central  Bimks  cooperating  with  eadi  othw  as 
siqfgested  in  my  article  would  prove  an  effectual  system 
under  which  Discount  Markets  could  devek>p  ?  " 

I  cannot  imagine  that  a  strong  Discount  Market  could 
develop  under  such  a  system  as  that  proposed  in  the  BilL  If 
four  large  Central  Banks  were  establkhed,  having  one  policy, 
and  one  o£icial  rate  of  discount  applying  to  the  whole  area,  I 
think  a  Discount  Mariiet  off  a  local  character  could  be  readily 
developed,  but  certain  further  changes,  to  which  1  allude  in 
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my  general  view  later  on,  would  be  required  to  cause  Europe 
to  be  a  free  taker  of  Amerioan  diBooimts. 

Question  No.  2  reads  : 

*•  How  do  you  view  an  exclusive  Government  man- 
agement of  the  Federal  Beserve  Board,  which  is  to 
coordinate  these  disconnected  12  organs  and  which 
most  control  their  poUdes  ?  " 

I  do  not  view  favorably  an  exolnsiTe  management  by  the 

Government  of  the  proposed  Federal  Reserve  Board,  even  with 
the  latitude  to  be  given  to  the  composition  of  the  Boards  of 
the  suggested  Regional  Banks  working  under  its  superintends 
enoe.  I  feel  that  this  system  would  not  be  satisfactory  in 
working,  and  would  give  rise  to  critici  ms  and  apprehensions 
based  on  political  grounds,  which  might  be  detrimental  to  the 
reputation  which  such  an  organization  should  hold  in  the  esti- 
mation of  its  own  community,  as  well  as  that  of  other  countries. 

The  Federal  Reserve  Board  and  the  Yarious  Regional 
Banks  would  no  doubt  appoint  trained  Bankers  for  their  Ex- 
ecutive Officers,  but  even  so,  it  is  very  necessary  and  import- 
ant that  the  Directors  of  these  Institutions  should  have  con- 
siderable knowledge  of  business  methods,  of  the  credit  and 
reputation  of  Mercantile  aud  Financial  Houses,  of  the  con- 
ditions of  bufflaess  prevailing  both  at  home  and  abroad, 
and  be  able  to  discriminate  as  to  the  character  of  the  ad* 
vances  required  by  Merchants  and  Bankers.  It  is 
doubtful  if  Government  officials,  however  eminent,  would  be 
competent  to  deal  with  these  questions,  and  it  would  be  better 
to  provide  for  Government  influence  ai^  interest  in  the  Fed- 
eral Reserve  Board  and  the  Regional  Banks  in  a  less  exclusive 
manner  than  that  proposed.   •   *  * 

On  the  subject  of  Currency,  I  should  suggest  in  the  first 
place,  a  simplification  of  the  present  system  of  drcuhktion. 
Let  there  be  one  universal  issue  of  Notes,  graded  in  value 
according  to  the  xequirements  of  the  community.  These 
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Kotes  should  be  payable  in  gold  at  the  Head  Office  of  the 
Issuing  Authority  and  its  brandies.  They  should  be  consid- 
ered as  lawful  money  of  the  United  States,  and  their  redemp- 
tion in  gold  unmistakably  indicated  on  the  Note  itselL 

If  the  European  circulation  of  the  acceptances  of  Bankers 
and  Commercial  Houses  in  the  United  States  is  desired,  it 
must  be  clearly  understood  that  gold  can  be  obtained  in  pay- 
ment of  the  same  under  any  conditicms,  provided  the  acceptors 
are  solvent.  At  present,  I  would  undertake  to  say,  very  few 
persons  outside  of  experienced  dealers  in  exchange  between 
Europe  and  America  quite  know  as  to  what  description  of 
currency  they  could  claim,  or  would  receive  in  payment  of  a 
biU  domidled  in  the  United  States.   •  •  * 

The  Notes  should  be  covered  by  a  proportion  of  gold,  and 
a  balance  of  National  or  otlwr  securities  held  by  the  Oentnd 
Bank,  but  enough  gold  should  be  held  to  ensure  the  converti- 
bility of  the  Notes  und«r  all  drcnnuttanoes. 

The  Elastic  Currency  to  be  issued  in  times  of  emergency 
should  be  the  same  dbuucaoter  as  the  ordinary  Cur- 
rency.  *  ♦  ♦ 
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<Md  or  LawfiU  Money,  Note  Issue,  Ooramnieiit 
Brads  and  H'w*'*^**  Ciuestioiis. 

There  has  been  a  raiher  lively  discnssioii  in  the  papers  and 

in  Wasbington  upon  the  question  wbether  Federal  Reserve 
notes  shonld  be  paid  by  the  Federal  fieserve  Banks  in  "  gold  " 
only  or  in  "  gold  or  lawful  money ; "  and  furthermore,  whether 
Federal  Reserve  notes  shonld  be  oonnted  as  reserves  by  mem- 
ber banks. 

Let  ns  first  see  what  is  lawful  money.  The  answer  is : 
gold-dollars,  silver-dollars  (not  silver  certificates),  gold-oerti- 
fieates  and  greenbacks.  Any  greenback  presented  at  the 
Treasury  in  Washington  mnst  be  paid  in  gold.  Moreover, 
the  United  States,  having  solemnly  undertaken  to  keep  all 
the  varions  United  States  cnnreneies  at  par,  even  silver  cer- 
tificates presented  at  Washington  would,  upon  request,  be  ex- 

dianged  into  gold. 

The  amended  Owen-Glass  Bill  provides  that  Federal  Re- 
serve notes  are  to  be  payable  in  gold  at  the  United 
States  Treasury  and  that  the  notes  are  to  be  ths 
obligation  of  The  United  States.  While  it  is  cor- 
rect that  the  United  States  must  not  be  permitted  to  pay 
"one  obligation  by  another."  while  the  United  States 
therefore  must  pay  their  notes  in  gold  only,  there  is 
BO  reason  why  the  Federal  Reserve  Banks  should  not  redeem 
any  obligation  redeemable  at  their  counters  by  paying  in 
lawful  money.  If  the  Federal  Reserve  Banks  would  be  forced 
by  h»w  not  to  oonnt  lawful  money  as  reserve  and  if  they  were 
forbidden  to  redeem  Federal  Reserve  notes  in  lawful  money,  it 
would  mean  that  by  legishfctive  enactment  they  would  be 
obliged  to  discredit  the  sacred  pledge  of  the  United  States. 
It  would  damage  the  credit  of  the  United  States  and  quite 
naturally  lead  to  a  discrimination  between  the  two  kinds  of 
notes  which  the  United  States  have  promised  to  pay  in  gold, 
a  most  illogical  and  unwarranted  proceeding. 


39 


A  similar  argument  must  be  applied  in  dealing  with  the 
Federal  Reserve  notes  as  reserves  of  member  banks. 

Reserves  of  National  or  State-Banks  or  Trust  Companies 
have  been  created  for  the  purposes  of  providing  that  these 
institutions  should  have  available  in  currency  at  all  times  a 
eertain  proportion  of  their  deposits,  so  as  to  enable  them  to 
pay  off  immediately  upon  demand  substantial  amounts  of  their 
on  demand  obligations. 

All  debts  are  by  law  payable  in  lawf  ol  money  and  the 
Owen-Glass  Bill  provides  specifically  tbat  Federal  Reserve 
Notes  be  aceepted  in  payment  of  all  taxes  and  public 
dues  except  customs.  Is  it  conceivable  that  a  note  which  is 
the  obligation  of  the  United  States  payable  at  the  Treasury  in 
gold  and  wbich  is  receivable  for  all  taxes  and  public  dues  as 
above,  shall  not  be  considered  as  legal  tender  for  any  other 
purpose  except  the  payment  of  taxes  ?  Would  Congress  enact 
a  law  by  which  a  bank  or  a  private  firm  might  refuse  to  accept 
in  fulfillment  of  a  contraetnal  obligation  a  note  issued  by  the 
United  States  payable  in  gold?  As  long  as  this  note  is  to  be 
the  obligation  of  the  United  States  let  ns  at  lesst  be  logical 
and  bold  about  it  and  give  to  this  currency  the  full  recognition 
and  privileges  to  which  it  is  entitled. 

If  a  National  Bank  could  not  pay  out  Federal  Reserve 
notes  to  any  other  bank  or  depositor,  how  could  we  ex- 
pect the  member  banks  to  give  up  their  gold  certificates 
and  take  Federal  Reserve  notes  instead  ?  The  strength  of 
the  future  system  will  depend,  however,  upon  the  amonnt  of 
gold  that  the  Federal  Reserve  Banks  will  be  able  to  assemble 
in  their  vaults  by  substituting  the  new  notes  for  the  old 
United  States  currency  now  in  circulation. 

But  if  National  Banks  must  be  permitted  to  pay  their  de- 
positors in  Federal  Reserve  notes,  why  should  they  not  be 
ecmndered  reserve  money  ? 

Moreover,  if  a  balance  with  the  Federal  Reserve  Bank  is 
to  be  oounted  as  cash  by  a  National  Bank,  how  is  it  possible 
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that  a  note  ahonld  not  be  so  counted  ?  A  note  could  be 
tnrned  into  a  balance  and  balances  into  notes.  How  is  it 
possible  to  discriminate  between  the  two  ?  At  the  close 
of  business  each  National  Bank  might  send  over  to 
the  Federal  Eeserve  Bank  or  branch,  its  Federal 
Beserve  notes  and  have  them  credited  to  its  ac- 
count, taking  them  back  the  next  morning  for  nse 
as  till  money.  In  that  case  the  balance  over  night  would 
count  as  reserve.  If  the  bank  happened  to  keep  the  notes 
over  night  in  its  own  vaults,  it  is  claimed  that  they  should  not 
be  counted  as  reserve.    Could  anybody  imagine  any  theory 

mofre  confiised  and  ant«aable  ? 

In  the  writer's  opinion,  there  cannot  be  any  doabt  whatso- 
ever that  the  Hitchcock  Committee  errs  when  it  insists  that 
Federal  Eeserve  notes  presented  for  payment  at  the  Federal 
Beserve  Banks  must  be  paid  in  gold  alone.  They  ought  to  be 
payable  in  lawful  money.  Fnrthermore,  it  goes  astray  when 
it  bars  Federal  Reserve  notes  as  legal  reserve  for  member 
banks.  Member  banks  are  to  observe  only  the  oommercial 
point  of  view  of  having  a  safe  proportion  of  their  deposits  in 
cash  balances  or  actual  cash.  Federal  Beserve  Banks  are  to 
safeguard  a  safe  proportion  between  their  on-demand  obliga- 
tions and  avaOable  kwlul  money.  But  it  is  the  United  States' 
function  and  duty  to  provide  for  the  falfillment  of  its  own 
promise  at  all  times  to  pay  in  gold  the  notes  issued  by  the 
United  States  as  payable  in  gold. 

The  latest  am^dment  by.  the  Democratic  caucus,  of 
creating  a  new  circulating  note  Iso  be  the  obligation  of  the 
Federal  Eeserve  Banks  and  to  be  secured  by  the  2%  Govern- 
ment bonds  purchased  from  member  banks,  eaa  only  be  o<hi? 
sidered  as  a  most  regrettable  error  of  judgment.  If,  on  the 
one  hand,  it  has  been  claimed,  that  the  Federal  Eeserve  notes 
must  be  the  primary  obligation  of  the  United  States  and  that  the. 
Federal  Beserve  Banks  should  not  bepermitted  to  issue  the  same 
as  their  own  obligation  to  be  guaranteed  by  the  United  States. 
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if  it  has  been  stated,  in  justification  of  this  point  of  view,  that 
the  people  of  the  United  States  would  not  consider  themselves 
safe  except  with  a  direct  Government  note,  how  can  we  be 
expected  to  consider  favorably  this  latest  proposition  ? 

This  circulating  note  of  the  Federal  Reserve  Banks  is  to  be 
secured  by  Government  bonds— is  not  that  a  Federal  Eeserve 
Bank  note  secured  by  a  guarantee  of  the  United  States  ? 

Only  with  this  difference  that  the  previous  recommenda- 
tions, which  were  declined,  had  in  mind  a  note  issued  by  the 
Federal  Reserve  Banks  guaranteed  by  the  United  States,  but 
covered  by  commercial  paper,  a  certain  amount  of  Goverment 
bonds  and  an  ample  gold  reserve  ;  but  all  notes  were  to  he  an 
equal       lien  on  iAe  assets  of  the  Federal  Jieserve  Banks.  The 
Democratic  caucus  now  provides  for  a  35%  gold  cover  and  a 
first  lien  for  the  notes  of  the  Government,  and  expects  the 
Federal  Reserve  Bank  notes  to  be  absorbed  as  second  mortgage 
notes,  apparently  without  an  equal  gold  protection,  while  the 
old  National  Bank  Notes— after  the  National  Banks  would  have 
placed  the  bulk  of  their  cash  in  the  hands  of  the  Federal  Re- 
serve Banks  and  for  the  protection  of  the  Government  notes — 
are  to  continue  as  third  mortgage  notes,  until  the  last  remnant 
of  this  unfortunate  National  Bank  circulation  willl  be  re- 
deemed after  30  years  from  the  passage  of  this  law!  That 
the  Secretary  of  the  Treasury  is  to  be  clothed  with  the  power 
of  permitting  National  Banks  to  count  their  own  notes  9»  re- 
serve is  another  aberration  which  suggests  the  thought  of 
whether  a  merchant  would  be  kept  ont  of  jail,  if,  by  permis- 
sion of  the  Secretary  of  the  Treasury,  in  making  up  his  balance 
sheet  be  would  count  his  own  promissory  notes  as  quick 
assets. 

The  problem  of  dealing  with  the  Government  bonds  and 
the  National  Bank  circulation  is  a  perplexing  one  and  we  must, 
unfortunately,  face  the  fact  that  f<»  the  next  few  years,  at  least, 
we  shall  have  to  be  satisfied  with  some  system  which  will  not 
be  quite  free  from  theoxetieal  and,  to  a  oertain  extent,  actual 
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delects.  But  should  we  nqt  try  to  create  a  system  which  will 
shorten  as  much  as  possible  these  years  of  transition  and 
which,  alter  that  period,  wiU  become  logical,  sound  and 
simple  ? 

Is  it  not  dear  that  we  must  work  towards  one  note  issue  ? 
Think  ol  the  anomalous  conditions  that  would  arise  if  on  the 
one  hand  the  Federal  Reserve  Organization,  by  a  liberal  policy 
of  note  issue,  should  force  the  national  bank  notes  to  quick 
redemption  and  out  of  circulation  and  if,  on  the  other  hand, 
at  times  when  the  Federal  Beserve  poUoy  would  aim  at  con- 
traction of  circulation,  the  national  banks  would  again  begin 
to  put  out  their  circulating  notes.  The  note-issue  policy  must 
cooperate  with  the  general  discount  policy,  and  both  should 
be  thrown  into  one  hand  as  quickly  as  possible. 

Sufficient  consideration  does  not  appear  to  hare  been  given 
to  the  fact  that  when  once  the  banks  have  thrown  their 
reserves  together  with  the  Federal  Reserve  Banks— no  matter 
whether  the  circulating  notes  are  still  being  issued  by  the 
National  Banks  individuaUy— any  obligation  to  redeem  them 
in  gold,  in  case  of  contraction  or  foreign  demand,  will  {all 
upon  the  Federal  Beaerre  Banks  and  incidentally  on  the 
United  States,  which  for  the  redemption  of  its  Federal  Reaenre 
Notes  must  rely  on  the  strength  and  solvency  of  the  Federal 

Reserve  Banks. 

The  Federal  Reserve  Banks,  from  a  point  of  view  of  gold 
cover,  will  have  to  consider  as  th«r  own  obligations  tto 
National  Bank  currency,  whether  or  not  they  assume  this 
from  the  start. 

It  would  therefore  be  the  wisest  and  safest  plan  to  assume 
the  National  Bank  oireuhition  as  rapidly  as  possible,  so  that, 
as  long  as  the  responsibility  rests  with  the  Federal  Beserve 
Banks,  they  will  at  least  at  the  same  time  become  the  owners 
of  the  assets  securing  this  circulation  and  so  that  they  may 
leeeive  the  benefit  of  the  profits  of  this  circulation,  without 
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which,  it  is  to  be  feared,  they  wiU  not  have  a  sufficient  earning 
power. 

However,  the  taking  over  of  all  government  bonds  at  once 
would  alienate  the  country  banks,  which  do  not  want  to  forego 
their  note-issuing  privilege  so  rapidly  and  it  would  frighten  a 
great  many  individuals,  who  are  unable  to  peruMve  that  the 
difference  is  only  one  of  form.  Moreover  the  formal  status  of 
the  Federal  Reserve  Banks  would  become  greatly  weakened 
with  respect  to  the  gold  cover  to  be  provided  against  notes  is- 
sued to  them  by  the  Federal  Reserve  Board  against  these  pur- 
chases of  2%  Government  bonds.  Let  us  assume  as  the  first 
year's  balance  sheet  the  following  statement,  in  miUions : 

Assets.  UabimM. 

Discounts                    $150   Capital  paid  in   $60 

Cash                           450  Deposits  from  Banks  —  400 

Treasury   150 


$600  $600 

if  we  added  to  the  assets  $350  miUions  <rf  Z%  Government 
Bonds  and  $350  mUhons  of  One- Year  3%  United  States 
Treasury  Notes,  we  wouW  have 

Discounts   $160   Capital   $50 

Cash...   460  Deposits   400 

3%  Gov.  Bonds   350   Treasury   150 

Z%  One-Year  Treaa.  Notes   700 

Notes    350 


$1,300  $1»300 

which  would  mean  a  gold  cover  for  notes  of  64%,  and  of  lia- 
bilities of  36%,  which  latter  percentage  would  leave  little 
room  for  a  Uberal  increase  of  the  note  issue  with  which  to 
supply  the  commercial  requirements  of  the  nation.  If,  how- 
efer,  we  aasnine  that  within  the  next  five  year^  it  should  be 
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for  lawful  money  in  circulation  the  balance  sheet  would  look 
as  follows : 

DiaGoimto  —     U60   Capital   $  50 

Cash   ^50   1>epo8its   400 

3%  Gov.  Bonds  -      350   Treasury   150 

8%  One-Tear  Treas.  Notes      860  Notes  

$1800  11800 

This  wonld  show  a  gold  cover  for  Notes  of  almost  80%  and 
for  liabilities  of  about  60%  and  would  leave  a  vast  margin  of 
safety  for  the  accommodation  of  the  member  banks  and  for  the 
status  of  the  Federal  Reserve  Banks.  The  further  this  sub- 
stitution of  Federal  Eeserve  Banks  for  lawful  money  circula- 
tion would  proceed  the  stronger  the  Federal  Eeserve  Banks 
would  become  and  with  that  the  posiUon  of  the  United  States. 

It  follows  then  :  first,  that  there  must  be  only  one  kind  of 
notes,  which  must  be  eagerly  accepted  by  the  people  and 
the  member  banks.  The  Federal  Reserve  Treasury  Note  must 
therefore  have  all  legal  tender  qualities,  except  payment 
for  customs,  and  must  be  counted  as  reserve  money  by  the 
member  banks.  Otherwise  the  free  substitution  of  the  new 
notes  for  old  will  be  interfered  with. 

SsooND :  That  as  rapidly  as  this  substitution  proceeds,  the 
Federal  Reserve  Banks,  with  the  approval  of  the  Federal  Re- 
serve Board  and  the  Secretray  of  the  Treasury,  ought  to  be 
permitted  to  increase  the  purchases  and  conversion  of  the  2% 

Government  Bonds. 

How  quickly  this  process  can  be  carried  <m,  nobody  is  in  » 

position  to  foretell  today. 

It  would  therefore  be  a  mistake  to  attempt  now  to  lay  down 
a  hard  and  fast  program  for  the  future.  The  law  should  be  so 
framed  as  to  give  ample  latitude  in  this  respect  to  the  men  to 
be  placed  in  charge  who  should  be  able  to  meet  conditions  as 
they  will  wise. 
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I  should  suggest  that  the  law  be  amended  so  as  to  pro- 
vide that  the  Federal  Reserve  Board  purchase  from  the 
member  banks  no  less  than  5%  annually  of  the  aggregate  faee 
value  of  the  2%  United  States  Government  Bonds  outstand- 
ing as  a  basis  for  National  Bank  circulation  at  the  time  of  the 
passing  of  the  law,  but  that  the  National  Banks  be  re- 
quired to  turn  over  annually  up  to  10%  of  said  aggregate 
amount,  in  case  the  Federal  Reserve  Board,  with  the  approval 
of  the  Secretary  of  the  Treasury,  should  decide  to  purchase 
up  to  that  quota.    I  should  furthermore  provide  that  addi- 
tional amounts  may  be  purchased  in  the  open  market,  in  case 
the  Federal  Reserve  Board,  with  the  approval  of  the  See- 
retaxy  of  the  Treasury,  should  think  this  advisable.   If  this 
method  be  applied,  the  National  Bank  circulation  could  be 
eliminated  within  ten  years  provided  that  the  status  of  the 
Federal  Reserve  Banks  would  permit 

As  the  gradual  acquisition  of  the  2%  Bonds  would  pro- 
ceed, the  Federal  Reserve  Banks  would  convert  tiie  same  half 
and  half  into  U.  S.  Government  3%  20  year  Bonds,  and  One- 
Year  United  States  Treasury  Notes,  to  be  renewed  annually  aa 
•  provided  in  the  bill.    The  Federal  Reserve  Board,  with  the 
approval  of  the  Secretary  of  the  Treasury,  should  have  full 
power  to  dispose  of  the  Twenty- Year  3%  Goverment  Bonds. 
They  might  find  it  desirable   to   retain   the  bulk  of 
these   bonds.   If,   however,   for   the  permanent  strength- 
ing  of  the  status  of  the  Federal  Reserve  Banks,  it  should 
be  advisable  to  dispose  of  a  portion  of  the  bonds,  the  manage- 
ment can  be  trusted  to  do  so  in  the  best  manner,  adapting 
itself  to  the  conditions  as  they  would  exist  from  time  to  tinw. 
No  legislative  body  can  foresee  now  what  these  conditions  will 
be.   The  One-Year  Notes  would  normally  be  held  in  the 
Treasury  of  the  Federal  Reserve  Banks  and  form  there  a  most 
valuable  means  of  combating  emergency  utnations  as  they 
might  arise.     They  should  be  the  free  property  of  the 
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Federal  Keserve  Banks,  atod  the  Federal  Beserve  Board 
ahoiild  have  full  power  to  deal  with  the  same. 

It  should  be  the  object  of  this  law  to  aeoure  under  strict 
Governmental  supervision  the  best  possible  Board,  and  the 
most  efficient  management,  and  to  lay  down  the  broad  rulea 
upon  which  the  future  institution  is  to  be  run.  But  no  warn- 
ing can  be  too  emphatio  not  to  attempt  to  legishite  too  strictly 
concerning  questions  of  administration.  I  believe  it  is  a  fair 
statement  that  there  is  not  a  single  member  in  both  houses  of 
Congress  who  would  feel  qualified  to  undertake  the  manage- 
ment of  this  fatal©  institution.  How  then  can  they  be  expected 
to  lay  down  the  law  in  detaU  the  eflfect  <rf  which  cannot  now 
be  foreseen? 

This  refers  not  only  to  the  question  of  Government  Bonds, 
bat  it  has  a  very  distinct  bearing  also  on  the  question  of 
discounting.   The  general  principle  ought  to  be  that,-a3  in 
tiie  majority  of  the  European  Central  Banks,— normally  no 
paper  should  be  bought  having  to  ran  more  than  ninety  days. 
Inasmuch  as   the   law,   as   drawn   at   present,  contains 
an  emergency  dads©  which  would    enable  the  Board  to 
purchase    all    kinds    of    obligations   of  the  banks  in 
ease  of  need,  it  appears  quite   unnecessary  to  provide, 
as   proposed   in   the   Hitchcock  amendment,  that  bills 
having  a  maturity  up  to  180  days  and  not  to  exceed  $200,000 
might  be  bought  from  each  member  bank.   This  cUuse  looka 
petty  and  small,  and  would  not  warrant  the  breaking  down  of 
an  important  principle.    In  a  simihur  way  the  Hitchcock 
amendment  goes  astray  when  it  fixes  a  minimum  amount  that 
any  bank  at  any  time  may  require  the  Federal  Beserve  Banks 
to  rediscount  for  it,  and  when  it  determines  now  the  increase 
in  rates  for  any  additional  rediscounts  the  member  bank  might 
require.    The  Federal  Reserve  Banks'  management  must  bo 
trusted  to  be  fair  and  reasonable ;  it  would  be  unwise  to  place 
it  in  a  position  where  it  could  be  dictated  to  or  where  it  would 
hBin  to  be  exacting  against  its  better  judgment.  Instead 
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of  laying  down  iron-clad  laws,  it  might  be  better  to  insert 
»  broader  cUase  which  would  permit  the  Federal  Eeserve 
Board  from  time  to  time  to  establish  rales,  permitting  or 
requiring  the  Federal  Beserve  Banks  to  charge  a  higher  rate 
than  the  regular  bank  rate  published,  when  member  banks  a«k 
fOT  rediscounts  in  excess  of  certain  limits  to  be  fixed  by  the 
Federal  Reserve  Board.   This  would  give  the  Federal  Beserve 
Banks  and  the  Federal  Reserve  Board  a  means  of  protecting 
themselves,  in  case  Oiey  found  it  necessary,  but  it  would  not 
bind  their  hands  unnecessarily  as  long  as  a  healthy  supply  of 
legitimate  bilta  would  be  offered  for  rediscount. 

In  closing,  the  quesHon  of  the  ownership  of  stock  of  the 
Federal  Eeserve  Banks,  might  be  touched  upon,  which  ought 
to  be  dealt  with  from  a  similar  point  of  view.   It  might  prove 
a  good  basis  for  a  compromise   if  the  member  banks, 
who  shall   be  requhred  to  subscribe  for  the  stock,  were 
to  be  permitted,  after  three    years    and  with    the  ap- 
proval of  the  Federal  Eeserve  Board  and  the  Secretary 
of  the  Treasury,   to  sell    all    or  a  certain    portion  of 
their  stock  holdings,  provided,  however,  that  each  bank 
would  remain  responsible  to  its  Federal  Reserve  Bank  for  the 
UabiHty  following  the  stock  certificate.     If  this  plan  were 
adopted  the  public  would  not  now  be  asked  to  subscribe  for  a 
stock  which  during  the  first  few  years  might  conceivably  not 
earn  its  full  diridend.  The  banks,  on  the  other  hand,  would 
not  be  required  indefinitely  to  tie  up  their  own  resources,  which 
part  of  the  scheme  appears  to  be  most  objectionable  to  them. 

It  is  not  the  desire  of  the  writer  to  go  further  into  a  dis- 
cussion in  detail  of  the  various  sections  of  the  law,  but  rather 
to  confine  himself  to  the  above  remarks,  concerning  a  few  of 
the  main  points.  However,  he  ventures  to  hope  that  his 
arguments  may  have  convinced  the  reader  that  the  amend- 
ments as  proposed  by  the  two  Senate  Committees  cannot,  by  any 
means,  lay  claim  to  being  considered  as  final  and  definite  con- 
elusions.   Further  careful  deliberation  will  be  necessary  if  the 


law  is  to  become  as  perfect  as  the  nation  may  justly  expect. 
Much  as  speedy  legislation  must  be  desired  by  everybody,  the 
problem  appears  to  demand  further  open-miuded  discussion  by 
calm  and  intelligent  brains.  Bather  than  to  drive  it  roughshod 
to  a  quick  conclusion,  as  a  party  measure  upon  which  the  final 
word  has  already  been  spoken,  it  would  seem  that  the  shorter 
and,  in  the  long  run,  the  better  way  would  be  for  boili  sides 
to  give  and  to  take  and  to  agree  upon  the  middle  course  that 
safety  lies  between  the  clifGa. 


December  6, 1913. 
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